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EXPERIMENT IN PROFIT RETENTION TO BE TRIED BY ENTERPRISES 


Beijing CAIWU YU KUAIJI [FINANCE AND ACCOUNTING] in Chinese No 11, 


TA 


rticle by CAIWU YU KUAIJI correspondent: "Approval Granted to 1, 366 
lndustriali-Transportation Enterprises [hroughout the Country To Try Out 


Method of Profit Retention" ] 
\Text}] After the publication of the State Council Notice "On the Organiza- 
tion of Trial Spots According to the Five Documents on Management Restruc- 
turing," the number of experimental enterprises, according to the lists 
submitted by 235 provinces, municipalities and autonomous regions, namely 
, Jiangxi, Heilongjiang, Shandong, Tianjin, 
Hebei, Shanxi, Liaoning, Jilin, Yunnan, Shaanxi, Gansu, Qinghai, Ningxia, 
Henan, Hunan, Guizhou, Guangdong, Jiangsu, Anhui and Inner Mongolia 
Autonomous Region, now totals Ll, 366. These lists have been examined and 
approved by the State Economic Commission and the Ministry of Finance. 

iis is an important forward step in restructuring. 


Shanghai, Zhejiang, Fujian 


These trial spots are highly regarded in various regions. The plans for 
vem are basically formulated a-cording to the State Council Notice and 
the Supplemental Notices by the State Economic Commission, the Ministry of 
Finance and the People's Bank of China. Liaoning originally planned to 
Follow the example of Sichuan in formulating the regulations for part of 
its own experimental enterprises. \fter the issue of the State Council 


Notice, wever, it voluntarily followed the unified regulations of the 
state uncil. There have also been certain variations in the regulations 
ff different regions, but after some discussion, they all conform to the 
{fied regulations. he total umbe1 f trial spots amounts to about 
rcen rf the tota number ot terprises in the above provinces and 
municipalities, and this is not a high percentage. However, the profits 
thy trial spots t ibou 5.5 percent of the total profits of 
rpri th | municipalities, and this 
vortion of profit to be re- 
iy it in the unified regulations is 
6.6 percent : ist it percent. It is hoped that all 
reg rd the t 1 success by applying and 
, wer and turthe. arousing the 
act f the ent , r worker! ind statt members in economic 
, mtinge at t ote | f j reasing production and prac- 
ticd rde} romote thei iction and to accumulate more 














NATIONAL ECONOMIC POLICY 


PRC ECONOMIC JOURNAL ON CHINESE-STYLE MODERNIZATION 
HK120858 Beijing JINGJI YANJIU in Chinese Nol, 20 Jan 80 pp 38-45 HK 


[Article lL) Xie Shirong [6200 0013 2837]: "Discussions on the Problems of 
Chinese-Style Modernization") 


[Text] The realization of the four modernizations must proceed from China's 
realities and must be integrated with China's specific characteristics. 
Comrade Mao Zedong pointed out when he led China's new-democratic revolu- 
tion that "we can put Marxism into practice only when it is integrated 
with the specific characteristics of our country and acquires a definite 
national form." He also pointed out that "to apply Marxism concretely in 
China so that its every manifestation has an indubitably Chinese character, 
that is to apply Marxism in light of China's specific characteristics, be- 
comes a problem which it is urgent for the whole party to understand and 
solve.'' (Mao Zedong: Selected Works, "The Role of the Chinese Communist 
Party in the National War," Vol 2. pp 499, 500, 1966 Edicion, The People's 
Press) Comrade Mao Zedong put forward the revolutionary theory of the 
"Chinese-style, special and new democracy" for the first time according to 
the historical characteris.ics of the Chinese revolution. He proceeded 
from China's characteristics, took a revolutionary road of encircling the 
cities from the rural areas and seizing power in the Chinese style, and 

led the Chinese people to the great victory in the new-democratic revolu- 
tion. Today, our achievement of socialist modernization must similarly be 
integrated with our country's specific characteristics. And our moderniza- 
tion can only be achieved by proceeding from China's specific characteris- 
tics and taking the road of Chinese-style modernization. This is a problem 
in theory and practice which is urgent for the whole party and the whole 
country to solve, 


Taking the road of Chinese-style modernization does not mean that the 
standards of our country's modernization are to be lowered. It means that 
we must follow Comrade Mao Zedong's teachings, proceed from China's reali- 
ties, and carry on China's socialist modernization in a practical and 
realistic manner. Doubtlessly, our country can definitely accomplish those 
things which the advanced countries in the world have already achieved and 
which our country also needs to achieve. However, the achievement of our 














country's four modernizations as a social process must necessarily involve 
a process of going from the elementary stage to the higher stage and must 
necessarily have a Chinese character, We need to proceed from China's 
realities and probe the Chinese characteristics necessarily inherent in 
the road to realizing the four modernizatione, What are China's realities 
at present? Comrade Ye Jianying pointed out in his speech at the gather- 
ing to celebrate the 30th anniversary of the founding of the People's 
Republic that “our country has a vast territory, a large population and 
many resources, but the economy, technology and education are relatively 
backward, Due to the loss of time in the past there are still many diffi- 
culties at present,.'' These are our country's realities and basic charac- 
teristics at the present time, Proceeding from these realities one may 
pose the problems, that is, the contradictions, which must be solved in 
achieving China's four modernizationse, These problems are: 


l. To achieve the four modernizations in such a large country as ours we 
need an enormous amount of funds, But our country's economy is backward 
and has a weak foundation. Where do the funds for modernization construc- 
tion come from? 


2. The achievement of the four modernizationse necessitates a hefty increase 
in labor productivity and a reduction in the use of manpower. But our 
country's population is large. How can the problem of employment be solved? 


3. The achievement of the four modernizations requires modern science and 
technology. But our country's culture, education and technology are rela- 
tively backward. How can the problem of science and technolugy be solved? 


4, We want to realize the four modernizations within this century. But 

our country has an extensive territory and a large population. Our economy, 
technology and culture are relatively backward. In addition we had suffered 
from the prolonged sabotage and interference by the "gang of four" and lost 
time. Now that the time available for achieving the four modernizations 

is limited, how can the problem of speed be solved? 


To proceed from China's realities is to proceed from the solution of these 
contradictions. We need to follow economic and natural laws, bring the ad- 
vantageous factors into play, overcome unfavorable ones, exploit the advan- 
tages and circumvent adversities. We need to create a road of Chinese- 

style modernization in the exploration of the solutions to the contradictions 
in achieving the four modernizations, 


(HK120904] In exploring the problems of the road of Chinese-style modernisa- 
tion, Comrade Mao Zedong systematically summed up the experience of our 
country's economic construction in his famous report "On Ten Major Relation- 
ships" written in 1956. He put forward a series of basic principles for 
building socialism which are appropriate to our country's conditions. In 
1957, Comrade Mao Zedong published the essay "On the Correct Handling of 














Contradictions Among the People." In this important work he expounded the 
correct handling of the relationships among heavy industry, light industry 
and agriculture, He put forward for the first time that this was the 
problem of China's road to induetrialigzation, This exposition proceeded 
from our country's specific characteristics, assimilated the lesson of the 
Soviet Union's experience and summed up the socialist construction exper- 
fence of our country's lst 5 year plan period, It pointed out the direction 
for our country's socialist construction, This can also be said to be the 
atart of an exploration of the road of Chinese-style modernization. Subse- 
quently in the late 1950's and in the 1960's Comrade Mao Zedong put forward 
a series of brilliant expositions and illuminating thoughts concerning 
socialist construction. In particular, the appeal for eradicating super- 
stitions and emancipating the mind, the general line of going all out, aiming 
high and building socialism with greater, faster, better and more economical 
results, as well as the idea of walking on two legs--all these have created 
a new path for the exploration of carrying out socialist construction in an 
independent and self-reliant way. 


We must conscientiously sum up the historical experience of the three decades 
after the founding of the People's Republic as well as study and take as 
reference other countries’ experience, with the basic principles of Marxism- 
Leninism and Mao Zedong Thought as our guide. Especially, we must con- 
scientiously study the new conditions and new problems emerging in the 
achievement of the four modernizations. What should be the main character- 
istics of the road to Chinese-style modernization, given our country's 

basic characteristics and our country positive and negative experience in 

the past three decades? 


I, Persist in Taking Agriculture As the Bas.s, Start Work by Accelerating 
Agricultural Development and Agricultural Modernization, Correctly Handle 
the Relationships Among Agi culture, Light Industry and Heavy Industry and 
Establish a Relatively Rational Economic Structure. 


Only by persisting in taking agriculture as the base and accelerating agri- 
cultural development and agricultural modernization can a broad and firm 
foundation for achieving the four modernizations be laid down, The 4th 
plenum of the llth party Central Committee passed some resolutions concern- 
ing certain problems in accelerating agricultural development. The resolu- 
tions pointed out: ‘Developing agriculture at a high speed is the basic 
condition which guarantees the realization of the four modernizations. Only 
by accelerating the development of agricultural production and achieving 
agricultural modern‘zation step by step can we enable the peasants who 
constitute 80 percent of our country's population to become well off. Only 
thus can the rapid development of the whole national economy be promoted." 
Thus, grasping well agricultural development and agricultural modernization 
is tantamount to grasping the basis for accelerating the realization of 

the four modernizations. 








It is a general law that agriculture is the foundation of the national 
economy. Marx in "Das Kapital'’ said: "An agricultural labor productivity 
that more than meets the laborers' individual needs is the basis of all 
human societies."’ (Marx: ''Das Kapital,'' Vol 3 p 885, The People's Press 
1975 Edition) On the basis of Marx's thought Comrade Mao Zedong compre- 
hensively expounded the role and function of sgriculture in our country's 
socialist national economy. He combined socialist agriculture and «o ‘alist 
industries together, and put forward the general policy of takirg agricul- 
ture as the foundation and induetry as the leading factor for nacional 
economic development. He used this policy as the basic policy for our coun- 
try's socialist construction, Practice has proved that this is absolutely 
correct. However, due to the prolonged interference and sabotage by Lin 
Biao and the "gang of four'’ and due to mistakes in our work, the construc- 
tion policy which Comrade Meo Zedong proposed long ago was not well imple- 
mented, Agriculture did not really assume its place of being the national 
economy's foundation, so our country's agriculture developed at a very low 
speed, This is a major lesson from experience which deserves our conscien- 
tious summing up. 





{HK120908] In the 30 years since the founding of the People's Republic the 
physical conditions of our country's agricultural production have improved 
greatly. The scale of capital construction on our country's agricultural 
land is rarely seen in the world. We built vast numbers of large-, medium- 
and small-scale irrigation projects. The irrigated area is half of the 
total cultivated land area. Seven hundred million mu of cultivated land 
with high or stable output were made available. One-third of the culti- 
vated land which easily became waterlogged was improved in a preliminary 
way. Two-thirds of saline anc alkali land was improved through treatment. 
The improvement of these conditions of production strengthened the ability 
to resist natural disasters. Our country's chemical fertilizer output in- 
creased from 200 thousand tons in 1952 to 50 million tons in 1978. The nun- 
ber of tractors produced increased from less than 10,000 in 1965 to 100,000 
in 1978. In 1978 more than 400,000 hand~guided tractors were also produced. 
All these are the foundation of our country's agricultural development 

and agricultural modernization. Nevertheless, generally speaking our coun- 
try's agricultural production is still faced with the problems of low speed, 
a low level, imbalance and lack of comprehensiveness. For many years our 
country's agricultural development was one-sided, Farming received atten- 
tion while forestry, husbandry and fisheries were neglected or even damaged, 
Attention was paid to grain crops while cash crops were neglected. Conse- 
quently many localities regressed from a diversified economy to a single- 
product economy. The result is that the situation of disproportion among 
farming, forestry, husbandry, side-line industry and fisheries left over 
from Old China has still remained unchanged. Our country's agriculture 
still remains in a backward state and constitutes a weak link in the achieve- 
ment of the four modernizations. If agricultural development is not accel- 
erated, industries and other items of construction enterprises cannot be 
started and the four modernizations are not feasible. Insisting on having 
agriculture as the foundation as well as mustering our forces and trying 





all means to make agriculture « success are the most important matter in 
Our current work, This is also the problem that needs to be solved first 
in the new long march of our country's modernization construction, 


The acceleration of our country's agricultural development mainly relies 
on the persistent and steadfast implementation of the party's policies in 
the rural areas and on the mobilization of the socialist enthusiasm of the 
800 million peasants. However, to enable agriculture to develop compre- 
hensively and greatly and to achieve major breakthroughs in agriculture in 
the future, it will be more and more necessary to rely on the forces of 
agricultural sciences to accelerate the achievement of agricultural modern- 
ization, This is the fundamental way out for agricultural development, 
With this in wind we must proceed from our country's specific characteris- 
tics and take the road of achieving full scale agricultural modernization 
on the road appropriate to our country's situation, Then grain crops, 
cash crops, forestry, husbandry, side-line industries and fisheries can 
develop greatly. Then our country's agriculture can step by step become 
fully developed enough to satisfy the needs of the people's livelihood and 
the needs of industrial deve opment, 


The acceleration of agricultural development is the decisive link if we 
want to correctly handle the relationships among agriculture, light industry 
and heavy industry, if we wart to set up a relatively rational economic 
structure, and if we want to promote the prolonged, proportionate and rapid 
development of our country's national economy. Firstly, only the accelera- 
tion of agricultural development can enable the peasants who constitute 

80 percent of our country's populaticn to become well off. Then they can 
be adequately fed and clothed, Furthermore their livelihood will improve 
year after year. Only thus can our country's stability and unity be guaran- 
teed. The peasants are the largest majority. If things for this majority 
are well arranged, then our country's general situation will become stable, 
Secondly, only by accelerating agricultural development can the Livelihood 
of our country's urban population be gradually raised. Among the consumer 
goods needed for the rural community's Livelihood, about 80 percent are 
agricultural and industrial products that have agricultural products as the 
raw materials, That is to say, the basic means of livelihood of the urban 
population mainly depend on the supply by the agricultural sector, The 
people's Livelihood can be improved, their enthusiasm in production can be 
enhanced and the national economy can grow rapidly only if agriculture is 
well developed. Thirdly, only by accelerating agricultural development 

can more raw materials be made available for light industry and the textile 
industry. Such industries can then develop more quickly and help accumu- 
late more tunds for achieving the four modernizations. Statistics reveal 
that from 1950 to 1977 the profits and tax revenue yielded by light indus- 
tries and the textile industry constituted 29 percent of the state's finan- 
cial revenue or constitute 70 percent of the total investment funds for the 
country's capital construction. This was 13 times the investment funds 
allotted by the state for the capital construction of the light and textile 
industries. [HK120910] Presently around 70 percent of the raw macerials 








for our country's light and textile industries come from agriculture, if 
agriculture is developed it will be able to provide more raw materials 
for the light and textile industries, which will develop more rapidly. 
They will then not only be able to provide more plentiful industrial pro- 
ducts for the livelihood of all the country's people, but their functions 
of accumulating funds for the country's modernization construction and 
earning foreign exchange will aleo be more conspicuous. Fourthly, the 
acceleration of agricultural development will make available an ever 
flourishing domestic market for all the industries, This will in turn 
give impetus to the rapid development of the entire national economy and 
the four modernizations construction, The vast countryside is the most 
extensive market for all our country's industries. Presently even under 
the condition that our country's peasants have a very low income those 
products of the light and textile industries sold to the countryside account 
for two-thirds of the total sales in the whole country. It can be imagined 
that with the development of agricultural production and with the improve- 
ment in the peasants’ living standard, the countryside's demand for light 
industrial products and textile products will certainly grow larger and 
larger. Besides, with the development of our country's agricultural modern- 
ization, the demand for agricultural machinery, chemical fertilizers, pesti- 





cides and construct/o waterials will grow larger and larger. We will have 
to take into account tie peesants' needs when we produce coal, petroleum 
and electric powe’ or build railroads and highways. Therefore to center 
round the accelere’:o. of agricultural development and agricultural modern- 


ization when we launch the four modernizations construction is something 
which suits our country's situation and circumstances and which satisfies 
the people's desires. It is something which enables a relatively rational 
economic structure to be gradually built up, which can promote the coordi- 
nated development of agriculture, light industry and heavy industry, and 
which can give impetus to the prosperous development of the entire national 
economy. 


If we insist that agriculture be the foundation and if a relatively rational 
economic structure is to be built up then in the national economic planning 
the order of priority: Agriculture first, light industry second and heavy 
industry last must be observed. During our country's lst 5-year plan period 
and the 3-year readjusting period relatively more attention was paid to 
agriculture and light industry. This enabled agriculture, light industry 
and heavy industry to achieve corresponding development. However, for more 
than 20 years in the past the correct policy of observing the order of 
priority--agriculture, light industry, heavy industry--has never been imple- 
mented well enough in our economic work. At present the national economic 
structure is extremely irrational and there is a serious imbalance in the 
relationship between agriculture, light industry and heavy industry. The 
main causes are that agriculture is especially backward, that light industry 
has developed slowly, that heavy industry has expanded excessively, that 
heavy industry has an irrational internal structure and only a very small 
proportion of their forces are devoted to the service of light industry, 





that tuel and energy as well as transport ana communication are very weak, 
and that the capital construction frone is too extensive, The relationship 
between accumulation and consumption ise characterized by the accumulation 
rate being too high and che investments in capital conetruction being 
excessive, In compartgon the proportion of consumption fs too low go that 
the people's living standard ie raised very slowly. In particular, the 
peasants’ livelihood has not been improved for a long time; for some pea- 
gante it has even deteriorated, For many years there hae been a relatively 
wide gap between the supply of social products and the social purchasing 
power. The supply has fallen short of the demand. This has affected price 
stability, the accumulation of funds and the financial equilibrium, This 
situation makes ‘t impossible for our country's entire national economy to 
enjoy prolonged, proportionate and rapid development. Practice has proved 
that if we want to have the national economy developing rapidly and to 
accelerate the pace of modernization construction, we must conscientiously 
implement the policy of observing the order of priority of agriculture, 
light industry, heavy industry in our national economic planning. This 
requires the rate and scale of the development of industries (and other 
enterprises) to be compatible with agriculture's capacity. (The food, 

raw materials and labor forces that agriculture can provide.) Heavy indus- 
try must serve agriculture and light industry. The internal structure of 
heavy industry must be compatible with the requirements for accelerating 
the development of agriculture and light industry. The scale and direction 
of usage of accumulation must insure the coordinated development of agri- 
culture, light industry and heavy industry. The proportion of the govern- 
ment's investment in agriculture must be gradually increased. At the same 
time attention must be paid to raising the effects of utilizing agricul- 
tural investments. It is only thus that the coordinated development of 
agriculture, light industry and heavy industry can be guaranteed and that 

a relatively raticnal economic structure can be built up. Then the whole 
national economy can get .ato the track of prolonged, proportionate and 
rapid development, 


[HK120938] II. Persie: in the Combination of Large-Scale, Medium Sized 
and Small Enterprises as Well as Walking on Two Legs, Gradually Building 
a Network of Coodination Among Specialized Firms Among Large, Mediun- 
Sized and Small Enterprises. 


Persisting in the combination of large, medium-sized and small enterprises 
and persisting in walking on two legs is the correct road to accelerating 
the achievement of our country's industrial modernization. Comrade Mao 
Zedong pointed out: ‘We must build up a number of Large-scale modern 
enterprises step by step to form the mainstay of our industry, without 
which we will not be able to turn our country into a strong modern indus- 
trial power within the coming decades. But the majority of our enterprises 
should not be built on such a scale; we should set up more small and medium- 
sized enterprises and make full use of the industrial base left over from 
the old society, so as to effect the greatest economy and do more with less 
money.'' (Mao Zedong: Selected Works, "On the Correct Handling of Contra- 
dictions Among the People," Vol 5 p 399) The combination of large-scale, 











medium-sized and emall enterprises and the coexistence of automation, semi- 
automation, mechanization, semi-mechanigation and handicraft toole is the 
sort of dual economic and technological etructure which ie necessary for 
achieving our country's four modernigations, It is compatible with the 

law of development of things, It ie impossible that the enterprises that 
bring about our country's industrial modernization will invariably be the 
most advanced and the largest ones. Neither is it possible that all enter- 
prises, whether large, medium-sized or small, will indiscriminately require 
the most advanced technology and equipment, This is not only something 
that our country's existing material and fin&ncial resources do not permit, 
it ig also unfavorable to bringing the function of our country's advantageous 
factor--the abundance of human resources--fully into play. Therefore the 
achievement of our country's industrial modernization requires the building 
of a new group of large-scale enterprises with an advanced level, which 
will be the mainstay enterprises, At the same time we must proceed from 
the reality and build more new medium-sized and small enterprises with 
intermediate-level technology. This includes the import of "intermediate 
technology" for small-scale production, This is technology which suits 

our country's specific characteristics and can fully bring the active 
function of manpower into play. 


In the 1950's Comrade Mao Zedong proceeded from the acceleration of our 
country's industrialization and he also intended to solve the problem of 
employment and mobilize the enthusiasm of the central authorities and the 
localities in undertaking industrial production. He put forward the guiding 
principle of the simultaneous development of national and local industries 
as well as the simultaneous development of large, medium-sized and small 
enterprises. This guiding principle powerfully pushed forward the great 
development of our country's medium-sized and small enterprises and local 
industries, Now our country has 350,000 large, medium-sized and small 
industrial enterprises, and among them medium-sized and small ones account 
for more than 340,000, Small scale enterprises are not only numerous, but 
they perform a very important function in the national economy. According 
to statistics in 1977, the total value of industrial output of the nation's 
emall scale enterprises account for 50.3 percent of the nation's total value 
of industrial output. The respective values for the proportions of output 
produced by small enterprises in individual industries were: Cement, 65.7 
percent; chemical fertilizers, 65 percent; coal, 38.2 percent; electric 
power, 8.9 percent. Small enterprises, especially those run by communes 

or production teams, also perform a very important function in employing 
those labor forces which have been made redundant due to the increase in 
agricultural labor productivity. 


Of course some problems emerging in the development of small enterprises 
muet not be overlooked. The chief problems are as follows. Some locali- 
ties do not proceed from reality. They disregard the availability of local 
cesources and "make bricks without straw,’ for example, developing small 
steelworks or ironworks without local iron and coal mines, The result is 
that investment is heavy, manpower and material resources are wasted and 














the return is poor, Some smal! enterprises like small chemical fertilizer 
plants have the problems of high electricity consumption, high production 
costs, low product quality and losses, A certain degree of blindness also 
exiate in the development of some enterprises operated by communes or pro- 
duction teams, and so on and ao forth. These problems should be summed up, 
We must proceed from reality, Work done during the process of readjustment 
and rectification must be considered from the angles of economic effect 

and social need, Those enterprises whose development is marked with blind- 
ness, whose economic results are poor and whose products are in excess 
supply should be closed or alt@red, Those enterprises with suitable pro- 
ducts which are in short supply and whose economic results are good should 
continue to develop and be improved, Economic results are something which 
must be consivered in industrial deveiopment, Generally speaking, compered 
with mediun-eaized and small enterprises, large enterprises have better 
machinery and equipment, more advanced technology and higher labor produc- 
tivity. At present medium-sized and small enterprises generally have 
relatively backward technology and employ more manual labor. Therefore 
their labor productivity is relatively low, Thus generally large enter- 
prises have better economic results than small enterprises. [HK121001] 
However, medium-sized and small enterprises also have many advantages 

which large ones cannot enjoy. For example, they need little investment, 
their construction is easy and they yield quick returns. They can conven- 
fently draw on local resources and may be set up at scattered spots. They 
can be easily renovated, replaced and their product can be easily changed 
because their technology and equipment are simple. Therefore we cannot 
negate medium-sized and small enterprises and only pursue large scale 
enterprises. The consideration of economic results must also proceed trom 
the existing conditions and from our country's specific characteristics. 

Our country has a vast territory and different places have different indus- 
trial foundations. Consider those villages, farming regions, mountainous 
regions and pastoral regions in our country's vast interior. Industry 

may be developed in such places by building medium-sized and small enterprises 
and utilizing the local resources and labor forces, This will enable the 
rural people's communes %f our country to gradually change into new socialist 
rural areas with both agriculture and industry. This will also be conducive 
to achieving step by step mechanization, specialization and socialization 

in agriculture, and conducive to eliminating the differences between the 
cities and the countryside and between workers and peasants. This is the 
road that our country's modernization must take, Our country has a large 
labor force. If local industries and medium-sized and small scale enter- 
prises are negated then the problem of labor employment will be very diffi- 
cult to solve. Engels discussed this problem, saying: ‘Undertaking large- 
scale agricultural production and using agricultural machinery will mean 
that the labor of most peasants who are presently cultivating their own land 
will become redundant. In order that these people who are displaced from 
agriculture will not remain idle or will not be forced to crowd into the 
cities, they must be engaged in industrial labor in the rural areas."' (Marx 
and Engels, Collected Works, Vol 19 p 369) He also said: "If we do not 
employ them in industry a large number of people will remain permanently idle.” 





10 








(Marx and Engels, Collected Works, Vol 39 p 100) Making great efforte to 
develop industry in rural areas and emall towns as well as enterprises in 
communes and production teamsa will make it possible to keep people from 
flocking to the large cities. Such a development is the road which must 
be taken in the process of our country's agricultural modernization--the 
road of marching toward the breadth and depth of production, the road 
toward a wide variety of employment opportunities, and the road toward 
creating employment for the surplus labor force, 


Of course medium-eized and small enterprises are not necessarily Linked 
with backward technology and indigenous methods of production, They con- 
tinuously develop from primitive to higher stages. In the future, when 

our country has accomplished the four modernizations, we will still have 

the combination of large ecale, medium-sized and small scale enterprises. 

Of couree, the existing situation of having enterprises which are "large 

and complete" as well as "small and complete" must be changed. Medium- 
sized and small enterprises must be made to develop in the direction of 
becoming small, specialized and proficient, Their production must be 

raised to a modern level, They will cooperate with large enterprises to 
produce complete sets so that a network of coordination among specialized 
enterprises--large, medium-sized and small enterprises--will be formed, 
Actually in many economically developed capitalist countries the enterprises 
are not all large and modern, These countries also have large, medium-sized 
and small enterprises esisting together. Such is the case for France, West 
Germany, the United States and Japan. In these countries large, medium- 
sized and emall industrial enterprises are linked together on the basis 

of coordination among specialized enterprises. In Japan small enterprises 
with less than 100 employees constitute more than 90 percent of all the 
enterprises. Their employees account for more than 50 percent of all em- 
ployees and their sales volume more than 30 percent of the total. Medium- 
sized and emall enterprises employing less than 300 people are responsible 
for over 50 percent of the total volume of production and over 43 percent 

of the total export volume, maintaining the Livelihood of 90 percent of the 
workers. (Hiroshi Shirono: ‘The Significance and Responsibilities of 
Medium-Sized and Small Enterprises" in "Collected Translations of the 
World's Economic Literature,'’ Vol 2, 1979) Even in well developed capital- 
ist countries, where competition as well as concentration in production and 
monopoly caused by competition are rampant, lerge, medium-sized and small 
enterprises can coexist on the basis of coordination among specialized 
enterprises. So it is even more feasible to have large, medium-sized and 
emall enterprises existing together when we work to achieve socialist modern- 
ization. Our combination may even be better. In the process of restructur- 
ing our country's industries according to the principle of coordination 
among specialized units we must make large, medium-sized and small enter- 
prises combine more rationally on the basis of coordination among specialized 
units. We must organize networks of various forms for coordination among 
specialized enterprises. Our country's industrial modernization process 

can then be speeded up. [HK121016) It can be imagined now what would 
happen along with the achievement of the four modernizations, along with 
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the development of the modernization construction of our country's indus- 
triee in emall cities and towne, and along with the development of indus- 
tries operated by communes and production teams, Along with these develop- 
ments national industries and industries run by communes and production 
teams will be organized into "a coordinated process" on the basis of co- 
ordination among specialized units, Or along with these developments and 
on the basis of the collective economy, agricultural-industrial-commercial 
joint enterprises will be organized which are a combination of the state- 
owned economy and the collective economy. Thus the link between the two 
systems of public ownership in socialiem will become closer and closer, 
Thus the step-by-step elimination of the differences between workers and 
peasants as well ae that between cities and the countryside will be facili- 
tated, Also che etep-by-step raising of the soctalization level of the 
people's cowmunes will be facilitated, 


lll, Persist in Taking the Existing Industrial Enterprises as the Main 

Base and Starting Point From Which To Advance. Bring the Function of Exist- 
ing Industrial Enterprises Into Full Play. Take the Road of Tapping the 
Potential of, Effective Innovations in and Transforming Existing Enterprises. 


The road which must be taken in order to accelerate the achievement of our 
country's four modernizations is to bring the function of our country's 
existing enterprises into full play and to tap the potential of, effect 
innovations in and transform existing enterprises. This is also the road 
which must be taken in order to modernize the existing industrial enterprises. 


The realization of our country's four modernizations cannot be an attempt 

to rely on "purchasing'’ a modernization and cannot rely on "borrowing" a 
modernization, It mainly relies on the whole nation's people themselves 
working for modernization. We must base ourselves on the existing industrial 
foundation, bring the function of the existing industrial enterprises into 
full play, and take these enterprises as the main base and starting point 
from which to advance. In the past three decades after liberation, our 
country has already built up an independent and relatively complete indus- 
trial system and national economic system. In the whole country 350,000 
industrial enterprises which are under the system of ownership by the whole 
people and the system of collective ownership have been established. Some 

of these enterprises have reached the modernized level of the mid-1970's 

or even the late-1970's. Those industrial enterprises under the system of 
ownership by the whole people alone have fixed assets worth 320 billion yuan 
and a 30 million strong staff. The industrial enterprises are the relatively 
strong material foundation as well as the front from which to advance and 
which can be relied upon in the achievement of the four modernizations, We 
should pay great attention to the existing industrial foundation. Of course 
the achievement of the four modernizations necessitates the building of a 
new group of modernized enterprises in order that our country's technological 
level and labor productivity can be rapidly raised, that the state of our 
country's economy can be radically changed, and that the industrial structure 
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and regional distribution can be radically altered, However, newly built 
enterprises are necessarily limited in number, and besides it generally 
takes several yeare or even more than a decade to build new ones. There- 
fore products that satisfy the needs of national economic development, the 
needs of improving the people's livelihood ag well as the neede of export 
can be made available mainly by increasing the output of existing industrial 
enterprises, The enormous funds necessary for building new enterprises 
depend on the accumulation of existing enterprises. The vast quantities of 
equipment and materials needed are to be produced by the existing enter- 
prises, The large numbers of qualified technical personnel and management 
cadres needed are to be trained and supplied by the existing enterprises. 
Therefore, departing from the existing enterprises we will be unable to 
carry out new construction. Even if new enterprises have been built they 
will not be able to start production without the strong support of the 
existing enterprises, for without this support they will lack raw materials, 
electric power, oil products, coal or adequate transport facilities, Then 
they will not be able to ‘orm a new productive capacity quickly. Therefore 
the existing industrial enterprises are the base and starting point from 
which the newly built enterprises advance, 


To base ourselves upon the existing enterprises as well as to work hard 

at tapping potentials, innovation and transformation are an important path 
to the acceleration of our country's industrial modernization. According 
to available information if existing enterprises generate new productive 
capability through tapping potentials, innovation and transformation they 
generally need less capital funds than building a new enterprise of the 
game scale by two-thirds, and 60 percent of the raw materials and equipment 
can be saved, At the same time the process of tapping the potential of, 
effecting innovations in and transforming existing enterprises is also a 
process which will enable them to approach or attain the modernized level 
step by step. The equipment of our country's existing enterprises are 
generally still at the level of the 1950's and even some old equipment are 
from the 1930's or 1940's. If the productive capability of the existing 
enterprises is to be improved and if their function is to be brought into 
full play so that the equipment of the 1950's can produce products at the 
1970's level, the innovation in and transformation of their equipment must 
be grasped well. They must be equipped with advanced technology. [HK121310] 
In carrying out the four modernizations, we must put the stress on tapping 
the potential of, effecting innovations in and transforming the existing 
enterprises apart from building a limited number of large enterprises. We 
must expand the existing enterprises’ productive capability by various means. 
Bringing the function of our country's existing enterprises into full play 
must be combined with the importation of advanced foreign technology or the 
gaps must be filled to complete a chain, or the parts must be linked to 
forma whole. Merely by importing some management techniques, technical 
equipment and means of testing enterprises can definitely achieve the same 
production level as newly built enterprises which import complete sets of 
technical equipment. This is ome way to modernize the existing enterprises. 
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Our country's existing industrial enterprises are not only numerous but 
also have very great potentials, Since the "gang of four" were crushed, 
very great success has been achieved after 3 years of rectification, But 
at present there are still « coneiderable number of enterprises whose 
economic and technical targets have not attained the best historical 
levels, The enterprises suffer from low productivity, high consumption 

of resources, low product quality, high production costs, unsatisfactory 
products, and serious waste, Some enterprises even incur very heavy losses. 
Factual evidence tells us that in order to hasten the pace of our country's 
modernization, the road of tapping the potentiale of, effecting innovations 
in and transforming the existing enterprises must necessarily be taken. 
This is the road for going ahead with our country's four modernizations 

in an earnest and down-to-earth manner, 


In conclusion, production must be given priority over capital construction. 
Tapping potentials and making innovations must be given priority over new 
construction, These principles must be implemented resolutely. The stress 
must be based upon the existing enterprises, which must be fully exploited, 
and which must be subject to innovation, transformation and have their 
potentials tapped. This is a problem of taking the road of Chinese-style 
modernization, We must realize the significance and necessity of this pro- 
blem. Then we can mobilize vast numbers of cadres, workers and staff mem- 
bers, pool the wisdom and efforts of everyone, rectify the existing indus- 
trial enterprises and do a good job of tapping potentials, innovation and 
transformation. Along with these methods which are both active and safe 

we must carry out the restructuring of the economic management system. 
Currently the central link in the restructuring of the economic management 
system is the expansion of the self-determination of enterprises. If the 
fruits of running the enterprises are linked up with their material benefits 
and those of the vast numbers of workers and staff members, then this measure 
will facilitate the mobilization of the enthusiasm of the enterprises and 
their staff. It will also cacilitate the bringing into play of the function 
of existing industrial enterprises as the main base from which to advance 
toward the realization of the four modernizations. 





lV. Persist in Taking Self-Reliance as the Mainstream and Putting the 
Acquisition of Foreign Assistance in a Subsidiary Position. Take the Road 
of Combining the Import of Advanced Foreign Technology With the Independent 
Creation of New Things. 


Science and technology are the key to realizing the four modernizations. 
Comrade Mao Zedong said many times that backward countries can catch up with 
advanced ones precisely because they actively adopt the most advanced tech- 
nology. The United States as a late-comer exploited the advanced science 
and technology of Britain and other countries. On this basis it created 

new things and so it could surpass Britain in several decades and gain the 
leading position in the world. Japan started from the 1950's. It mainly 
adopted the most advanced technology of the United States and in less than 
two decades it surpassed France, Britain and West Germany, becoming the 
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second "economic power" in the Western capitalist world, next to the United 
States, One important reason why industry in the Soviet Union developed 
quickly before World War II was that it imported the advanced science and 
technology of foreign countries, Therefore Comrade Mao Zedong proposed: 
"We must go againet the regular rules and adopt advanced technology as far 
as poseible, building our country into a powerful modern socialist country 
within a fairly short historical period.’ (Mao Zedong: "A Great Leap 
Forward Is Going To Appear in China.'’ Quoted from RENMIN RIBAO 26 Dec 1977) 
guided by the principle of persisting in taking self-reliance as the main- 
stream and putting the acquisition of foreign assistance in a subsidiary 
position, we must use various methods. We must actively learn the advanced 
science, technology and scientific management from foreign countries, We 
must import the necessary advanced technical equipment and utilize foreign 
capital, We integrate imports with the creation of new things. This is 

a channel that enables us to take less roundabout courses, to gain time, 

to attain higher speed, and to achieve greater, faster, better and more 
economical results. 


There is no doubt that the principle of taking self-reliance as the main- 
stream must be upheld in our country's modernization, However, self-reliance 
must preclude a closed-door policy, complacency and conservatism, as well 

as a blind rejection of foreign things. Every nation has its own strengths 
and also ite weaknesses. Comrade Mao Zedong said: "Our policy is that the 
strengths of all nations and ali countries must be learned," and that in 
"the field oc natural science we are relatively backward and we must make 

a special effort to learn from foreign countries.'' (Mao Zedong: Selected 
Works, "On Ten Major Relationships,'' Vol 5 pp 285-6) Science and technology 
are the common wealth of human beings. Only by actively learning from for- 
eign countries and importing advanced technical equipment and scientific 
methods as well as by utilizing foreign capital can our country's ability 

in achieving the four modernizations in a self-reliant way be raised quickly. 
Only thus can our country quickly catch up with and surpass the advanced 
world level in science and technology. 


However, imports must proceed from our country's realities, We cannot pur- 
sue advanced things blindly and import everything. How much advanced foreign 
equipment our country can import every year and how much foreign capital 

our country can utilize are not determined by our subjective desire. They 
are determined by our country's ability to invest and form complete sets 
within the country, If there is no ability to invest and form complete 

sets within our country then the imported machinery and equipment will only 
lie idle. At the same time imports also need to proceed from actual needs, 
There must be selection and practical results must be considered, Our 
country's most prominent characteristic is the large labor force and low 
productivity. The improvement of labor productivity and how *«o bring the 
function of the labor force into full play are things that must be considered 
in connection with the imports of foreign technology and equipment, In our 
country the combination of large, medium-sized and small enterprises as well 
as the coexistence of automation, mechanization, semimechanization and manual 
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labor are long-term phenomena, In order to have something compatible with 
this sort of dual economic and technological infrastructure we may select 
some ‘intermediate technology" most suited to our country's characteristics. 
The merits of such technology are that the investment is emall, the returns 
come quickly, the mastering and utilization are easy, and copying is also 
easy. All those things which our country can produce and meet demand must 
not be imported, Imports must be integrated with our independent creation 
of new things, and the road of "learning, utilizing, transforming and creat- 
ing'' must be taken, Then advanced foreign science and technology can be 
made to take root and blossom and yield fruits in our country, becoming our 
own wealth, Merely importing without digesting, without developing and 
without creating new things, and merely relying on imports to work at 
modernizaticnr are not the self-reliant way of doing things. 


In short, we must combine the basic principles of Marxism-Leninism-Mao Zedong 
Thought with the realities of our country's socialist modernization. We must 
combine the advanced experience of foreign countries with our country's 
specific characteristics. We must thus open up a Chinese-style road to 
realize the four modernizations under our country's socialist system, 


Chinese-style modernization can only be accomplished in China's socialist 
system. Therefore in taking the road of Chinese-style modernization, the 
four basic principles must be upheld. Departing from the four basic prin- 
ciples, China would be reduced to the status of a colony or semicolony of 
imperialism, and then how could there still be any Chinese-style moderniza- 
tion which would really benefit the broad masses of people? Comrade Hua 
Guofeng pointed out in the government's work report at the second session 

of the fifth NPC: ‘We call the four modernizations socialist modernization. 
This means we are carrying out the modernization in agriculture, industry, 
national defense and science and technology under the socialist system and 
not the capitalist system. Therefore our modernization as a kind of social 
process has aims, paths, pi cedures and methods which necessarily have the 
characteristics of socialism, In the first place they have the characteris- 
tic of socialist democracy. This means, we cannot deviate from the needs, 
interests, wishes and struggle of the broad masses of people in realizing 
modernization." This scientifically explains the essence and socioeconomic 
conditions of achieving China's four modernizations. Therefore the accomplish- 
ment of Chinese-style modernization not only needs measures for developing 
the productive forces, but it also needs restructuring and developing the 
relations of production and the superstructure to cope with the development 
of the productive forces. While we are restructuring and perfecting the 
socialist economic system, we must simultaneously restructure and perfect 
the socialist political system, develop socialist democracy to a high level 
and develop a complete system of socialist laws. These will make the super- 
structure more suited to the needs of the development of the economic base, 
and enable the superiority of our country's socialist system to be fully 

and effectively brought into play. Only then can the Chinese-style modern- 
ization be achieved smoothly. 


CSO: 4006 
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ECONOMIC PLANNING 





SUGGESTIONS MADE FOR IMPROVING ENTERPRISE OPERATION 


Nanjing QUNZHONG LUNCONG [COLLECTED ESSAYS OF THE MASSES] in Chinese Sep 79 
pp 92-96 


[Article by Li Shihua [2621 0013 5478]: "Plan Production According to Social 
Needs" ] 


[Text] How to plan for production? This is an important question for the 
socialist enterprises as to whether they should strive for increase output 
figures simply for the sake of appearance and regardless of the people's 
actual needs, or plan production according to social needs in order to raise 
the people's material and cultural standard of living. Production by indus- 
trial enterprises must be planned in such a way that there will be close 
coordination between production and the supply of raw and semi-finished 
materials and between production and marketing, and the elimination of the 
present dislocation between supply, production and marketing, all resulting 
in a well-balanced supply and demand. Only thus can we rationally utilize 
the existing productive capacity and various material resources, bring 
various active factors into full play, and achieve high-speed socialist 
modernization. 


(1) 


For a very long time, our economic life has been disturbed by an unusual 
contradiction: While there is a shortage of supply, large quantities of 
surplus products are being stockpiled; while products unwanted by the society 
are being produced at full speed, some consumer goods urgently needed by 
people hardly receive any notice from the departments concerned and are 
therefore in short supply. The causes of this situation are many and varied. 
In addition to the interference and sabotage by Lin Biao and the "gang of 
four,'’ there are shortcomings and defects in our economic planning and the 
system of our industrial management. One of the causes of honest mistakes 

is ignorance on the part of some comrades of the dialectical relationship 
between production and demand and their confused and mistaken idea of 
belittling or ignoring social needs. We should be reminded that this idea 
still has its influence on some people. Haven't some comrades considered 
the policy of readjustment, restructuring, consolidation and improvement, 
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put forward by the Party Central Committee, a "passive retreat''? When the 
state decided to lower the planned targets for some heavy industrial products, 
haven't some comrades found it “hard to understand"? This clearly shows 

that it is by no means easy for people to correctly understand and consciously 
plan production according to social needs, and that a lot of in-depth and 
meticulous ideological work and theoretical explanation are still necessary. 


As everyone knows, social production and social needs are two aspects in 

the unity of opposites. They combine to furm the entity of contradiction 

and to promote socialist economy. Production is the foundation that deter- 
mines needs. However, needs have also their countereffects on production, 
because without needs, there would be no production. The purpose of socialist 
production is to promote mass welfare, to meet social needs and to continually 
raise the people's standard of material and cultural well-being. Social 

needs continue to increase, and people also continue to raise their demands 
for material and cultural well-being. For a country with a large population 
and a backward economy such as ours, the contradiction between social produc- 
tion and social needs will remain for a long time. The key to the resolu- 
tion of this contradiction lies in the development of production, because 

if we confine our activities in distribution istead of developing production, 
nothing can be accomplished. With developed production, needs will be mec 

to a certain extent and then new needs will arise to stimulate the growth 

of production, the progress of technology, the rise of labor productivity 

and the development of the economy. Thus we can see that the existence 

and the resolution of contradiction between production and needs are precisely 
the important motive force for developing socialist production. Based on 

the public ownership of the means of production and standing for socialized 
productive activities with their innate relationship formed according to a 
higher form of division of work, socialist production can open a vast vista 
for planned and organized production. To change this possibility into a 
reality, all socialist industrial enterprises and departments must correctly 
understand and accordingly nandle the contradiction between production and 
needs, and plan the disposition of manpower, money and materials according 

to social needs (or the rational distribution of social labor), and guard 
against both waste and blind production. This will help bring about a 

balance between production and demand. 


Planning production according to social needs is an objective demand of 
socialist planned economy. The socialist economic system is based on the 
demands of modern productive forces and can develop economy in a planned and 
proportionate way only according to the nature of productive forces. Engels 
said: "With this treatment of the present-day productive forces according 
to their nature, which is now at last understood, a socially planned regula- 
tion of production in accordance with the needs of the community,and of each 
individual takes the place of the anarchy of social production." The 
planned and proportionate development of the national economy is the innate 
objective law of socialist economy. Since an industrial enterprise is a 
basic economic unit under a unified planned economy, the basic interests 
among various enterprises are identical. Objectively, therefore, socialist 
planned economy demands that the enterprises should manage and use social 
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labor in the common interests; plan and organize production according to 
social needs; and set up and maintain normal ratios in the national economy. 


Commodity economy is also a feature of socialist economy. As long as there 
is production and exchange of commodities, there is the market. Since 
socialist enterprises are relatively independent commodity producers, they 
will inevitably go through the circuitous process of commodity exchange 
through the market, establish the relationship between production and demand, 
and maintain a balance between them. The coordination between production and 
demand can be accomplished only when production by the enterprises is planned 
according to market demands; when plans are adjusted according to the changes 
of market demands; when the market mechanism is used to increase the flexi- 
bility of plans for production; and when production is organized according 

to the objective laws of commodity economy. Demand will then stimulate the 
development and only thus will it be possible for socialist enterprises to 
carry out their production normally. 


The balance to be preserved between socialist production and socialist needs 
includes the balance of their contents which are related to each other. In 
other words, it is a balance not only between the total social products and 
the total social needs, but also between the two major categories of social 
production and between the production of various departments and the various 
social needs. Therefore, all industrial enterprises and departments must 
not one-sidedly strive for output and output value targets regardless of 
social needs. They must, instead, organize their production according to the 
objective social needs. It should also be pointed out that every enterprise 
and department should be orientated toward social needs and be prepared to 
serve the customers. It should thoroughly understand the social needs first 
and then produce to meet these needs to the maximum extent with the minimum 
consumption of labor. Only in this order can they quickly develop their 
production and hold their initiative in work. If they reverse this order 
and proceed to set the highest possible targets and to call for the highest 
possible speed without paying attention to social needs or the changes of 
social needs, they will fail to supply the industrial products much needed 
by the masses. They will violate the basic socialist economic law and fail 
to meet the objective demand in producing blindly and causing the loss and 
waste of our limited material and financial resources. This will turn out 
to be "more haste, less speed." 


(2) 


Economic work must strictly follow objective economic laws. We can say that 
planning according to social needs is the most important point for enter- 
prises in following these laws. 


In the past 10 years and more, the serious sabotage by Lin Biao and the 
"gang of four’ brought about serious disorder, and the vast majority of 
enterprises were forced to suspend, or virtually suspend, their operation. 
The situation has greatly improved in the 2 years and more following the 
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smashing of the "gang of four," but the problem of planning production 
according to social needs has not been completely solved. There is no doubt 
that socialist industrial enterprises must be subjected to state planning 

and leadership while carrying out their production and business activities, 
because they must implement the line, principles and policies of the party 
and the state. But the problem is the over-emphasis on the use of administra- 
tive methods in the management of enterprises. According to these methods, 
production tasks ar« nanded down level by level from above, and the condi- 
tions for supply, production and marketing as well as what the enterprises 
should produce and how much to produce, and so forth are all determined by 
the higher authorities, while all the products are handled according to the 
system of state wonopoly for purchasing and marketing. The enterprises are 
only concerned witn production and do not have to know about the market 

and the demand. They will consider their task completed as soon as the 
products are off the production line. Whether or not these products are 

in demand does not affect their interests at all. Under such a management 
system, the enterprises are not orientated toward social needs which provides 
economic supervision and the motive force. Then, naturally, production 
cannot be rapidly developed. 


Originally, the economic relations among different enterprises, or among 
relatively independent commodity producers under socialist conditions, are 
very complex. The relations of supply, production and marketing, no matter 
whether people like it or not, are mostly lateral, while their vertical 
relations with the economic departments in charge are relatively few. 
However, according to the current practice, a vertical chain of command has 
been established whereby management is directed according to the orders of 
administrative regions, administrative systems and administrative levels, 

and products and materials are classified into three portions, namely, 
"state-controlled, ministry-controlled and locally controlled." The supply, 
production and marketing activities of enterprises are directed and regulated 
with such non-economic levers as decrees, directives, regulations, ordinances, 
and so forth. Thus the rational lateral relations among different enter- 
prises are arbitrarily severed. Since the objective economic laws of 
socialist commodity economy are not followed, it will be impossible for the 
market and the law of value to serve production. On the contrary, any 

human error in calculation and in planning, in the absence of a *!exible 
means of regulation, will result in serious dislocations between production 
and demand, or among supply, production and marketing. 


Lenin pointed out long ago: "The character of economic work is got the same 
as that of military, administrative, or general political work." Of course, 
scientific administrative methods are required in managing socialist economy; 
yet economic methods should be mainly used, and there should be a combina- 
tion of scientific administrative methods and scientific economic methods. 

It is difficult to imagine how the business activities of hundreds of thou- 
sands of enterprises owned by the whole people can be under the overall 
control of the administrative organs above. Yet it is so in real economic 
life, because the manpower, money and materials, and supply, production and 
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marketing activities of enterprises are all controlled by che state, even 
at a time when economic accounting is fairly strictly enforced. On top of 
this are the inflexibly high targets which have been handed down from the 
higher authorities for a long time. Then how can the enterprises help but 
one-sidedly strive for output and output value by neglecting the need fo1 
variety and quality? And how can the production of unwanted goods and the 
overstocking of some and the short supply of other products be avoided? 


Now, because of the short supply of many consumer goods and means of produc- 
tion, we have to use the ration system. Yet the stockpiles of commodities 
and materials of the industrial and commercial enterprises and departments 
are equal to half a year's total industrial output value. The amount of 
over-stocked rolled steel in the country exceeds 17 million tons, and the 
value of over-stocked machinery and electrical appliances exceeds 50 billion 
yuan, which is far more than the total investment on capital construction 
in the current year. This over-stocking of commodities and materials has 
serious consequences on production and construction. First, because of the 
stockpiling of commodities and materials, the commercial and material depart- 
ments cannot recover their funds to be reused, and are unable to redeem their 
loans, thus causing a shortage of funds in circulation and making normal 
reproduction difficult. Secondly, the commercial and material departments 
have to pay for the storage of these unsaleable and over-stocked commodities 
and materials and for their wear and tear, in addition to interests. During 
the long storage, these goods may deteriorate or become spoiled, in which 
case, they have to be sold at reduced prices or even written off as a total 
loss, causing serious economic damage to the state. Thirdly, since the 
output and output value of the stockpiled commodities and materials have 
already been reported by the industrial departments with the profit already 
handed in and taxes paid, these goods cannot get into the hands of the 
consumers and therefore have no real value. While the state outwardly has 
its financial income, no real economic benefit can be gained. Fourthly, 

the stockpiling of commodities and materials actually means the waste of 
coal, electric power, raw and semi-finished materials, and labor power. 
Obviously, the stockpiling of some products will naturally lead to the 

short supply of others, adding to the imbalance of material supply. If the 
situation continues, the imbalance will increase and upset the proportionate 
relations among different departments. 


Of course, there are many causes for the dislocation between production and 
demand. After smashing the "gang of four," there are numerous economic 
problems waiting to be solved. Dislocation between production and demand 
can be caused by the irrational distribution of productive forces, the 
great distance between the location of production and that of consumption, 
the lack of a coordinated plan for transportation from the sources of 
materials, the failure to follow the law of value, irrational pricing, and 
the lack of incentive for production and consumption. Yet it cannot be 
denied that the main problem is with the industrial management system. 
This system must be actively and positively improved by upholding the 
socialist road and supporting a planned economy. 
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(3) 


In order that the enterprises will plan production according to social needs 
and solve the contradiction between production and demand, our most important 
task is to improve the industrial management system by giving the enterprises 
greater power to manage their own affairs. At the same time, however, we 
must be aware of the other causes for the dislocation between supply, produc- 
tion and consumption, It is therefore necessary to give full play to the 
roles of the industrial, commercial and other economic departments so that 
they can use various economic means in cooperating with one another and 

pool their resources in organizing and promoting the proportionate develop- 
ment of productiou. The efforts in this direction should not by any means 
conflict with the improvement of the industrial management system; on the 
other hand, they are mutually supplementary. 


(1) The industrial enterprises should be orientated toward the consumers, 
improve their business management, and be sure to produce according to 
social needs. 


Industrial enterprises are the production units directly organizing produc- 
tion and are most concerned with the question as to whether their products 
can meet social needs. Therefore, they have a lot to do in maintaining the 
balance between production and demand. The most important part of their 
work is to overcome the habit of being concerned with only production regard- 
less of demand and not bothering to find out whether their products will be 
saleable. They must maintain close contact with the consumers and keep 
abreast of the changes of social needs and market conditions by liberally 
soliciting congumer comments on their products. At present, it is particu- 
larly important that instead of striving for output and output value, they 
pay attention to variety and quality. We must be aware that the question 

of variety, specifications end quality is an important one. A large variety 
and a wide range of specifications are necessary in meeting diversified 
social needs and in making the products saleable. On the other hand, if the 
variety is small or the products are not enough to form complete sets, they 
are not only unfit for use but are also the cause of over-stocking and 

waste. On the one hand, if their quality is good and durable, the consumers 
will like them. These commodities will meet social needs and are of real 
value. On the other hand, if the quality is poor and the commodities cannot 
effectively serve the consumers’ purpose, or are entirely unsuitable for the 
consumers, then they cannot meet the needs and will constitute a waste or 
even cause harm. Therefore, the industrial enterprises must produce according 
to social needs with special attention to the quality. They must resolutely 
stop producing anything that has already been over-produced. They must 
concentrate their efforts on producing what is in short supply not only in 
sufficient quantity but also with good quality. They must also set up strict 
criteria for quality and a system of job responsibility and try every 
possible way to improve the quality of their products. 
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[t 16 necessary to improve the business management of enterprises, to intro- 
duce technical innovations, and to trial-produce new products so as to raise 
their products to higher grades. It must be admitted that many of our 
products are of only one model, with old styles and poor packing. Some 
products have even remained unchanged in appearance for decades, We must 
strive to turn out large numbers of top-quality, brand-name products. This 
is not only a matter of meeting social needs but also an important question 
of whether our products can gain a firm foothold in the world market. 
Therefore, we must discard the backwar¢ and outdated products and produce 
the advanced and stylish ones. The "predetermined" features must be changed 
so that our products can catch up with and surpass the advanced world level 
and to meet market needs at home and abroad. 


In the geographical distribution of plants and planning for productive 
capacity, we must conscientiously carry out study and investigations. We 
must not only ascertain the availability of raw and semi-finished materials, 
electric power and water resources, and the conditions of communications 
and transportation, but also conduct an overall investigation of the trend 
of sale and market conditions. Local industries should rely on locally 
available resources and adapt themselves to local conditions. They must be 
careful to produce whatever is in short supply and strive for high quality 
so as to introduce products with distinctive local characteristics to the 
market. In order that the products will meet social needs, some industrial 
enterprises should be capable of producing many varieties. Then as soon 

as any type of product is out of demand, the enterprises can quickly switch 
on to another type. This switch, however, should be based on a thorough 
social investigation so that they can be certain of their goal and avoid 
producing new unsaleable products again. 


(2) Commercial departments should keep themselves up-to-date on social needs, 
expand their sales, and let their production be guided by social consumption. 


Commercial departments are an important component of the national economy, 
serving as a bridge between different production departments and a medium 
between production and demand. The key to planning according to social needs 
lies in a clear understanding of market conditions. Therefore, the commer- 
cial departments must keep abreast of various social needs, the market condi- 
tions and the changes of these conditions. They must not only know the 
present local needs, but also be able to understand outside needs and to 
predict future needs. This is a meticulous and complex task. Commercial 
workers must thoroughly understand the laws of commodity circulation and be 
competent in their vocation. They must go deep among the basic level units, 
call on the consumers and conduct investigations in various forms. The 
commercial departments should also set up organs to study market conditions, 
form a commercial information network to help in their study and analysis of 
market trends, and promptly relay their findings to the production units to 
help them produce according to social needs. 
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The commercial workers are stationed in the forefront of the market where 
they are in constant touch with the consumers and handle commodities every 
day. With their good commercial knowledge, they must take advantage of these 
favorable conditions, discover in good time which type of products is in 
demand and which type is not. They should keep their ears open for consumer 
comments on the goods and find out which type is rated as good, which type 
rated as medium and which type rated as poor. They should also be well 
informed on the conditions of supply and demand, conduct comprehensive 
analyses and report the results to the production units so that these units 
can produce new products of higher grades to replace the old ones. The com- 
mercial workers can also offer suggestions and opinions on the increase of 
varieties and serve as good counselors of the production units. 


The consumption of products and their amount in demand are largely determined 
by sales promotion. Marx said: "Production in its one-sided form, of course, 
is in its turn determined by the other moments. For example, if the market, 
that is, the sphere of exchange, expands, then production grows in range and 
becomes more deeply differentiated.""~ The commercial departments must 
strongly promote sales so as to expand the market for developing production, 
It must be pointed out that as a result of the arbitrary elimination and 
merging of commercial networks and the ruthless abolition of cooperative 
stores not only in the countryside, the hilly areas and the fishing areas, 
but also in the cities and the industrial and mining areas, there is now a 
serious shortage of commercial retail facilities, and this shortage seriously 
hampers sales. These facilities must be quickly increased. Commodity 
circulation must be scientifically organized according to different economic 
zones so that the products can be rationally distributed to avoid unnecessary 
transportation and to speed up their circulation. Commercial advertisement 
should be promoted through the medium of newspapers, radio stations, adver- 
tisement posters and printed commercial pamphlets. After all, we have to 
promote business and sales activities in various forms so that the value of 
commodities can be quickly realized and consumption can help promote produc- 
tion. 


(3) We must systematically improve our system of industrial management by 
giving the enterprises more power to manage their own affairs and to use 
their own initiative in planning production according to social needs. 


The improvement of the system of industrial management depends on the improve- 
ment of the system of national economic management. In view of the serious 
basic imbalance in our national economy which has not yet been completely 
readjusted, the management of enterprises with regard to planning and material 
and financial control is still not systematic, and there are also many 
problems with the economic levers of pricing and taxation waiting for solu- 
tion. The required conditions for a fundamental improvement of the system 

of management of the national economy are far from adequate. Therefore, the 
time is not yet ripe for a major improvement of the system of industrial 
management. However, we can start with the expansion of certain authorities 
of the enterprises so that they can take the initiative of planning t eir 
production according to social needs. 
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In giving the enterprises more power in planning, we must first change the 
methods of over-centralized and excessively rigid planning. Apart from the 
Important products which have a bearing on the national economy and the 
people's livelihood, which must be produced according to state directives, 
planning for production generally needs only state guidance, and the enter- 
prises should be allowed to plan and organize their own production finally 
according to social needs and their own conditions of production and economic 
benefits, Inetead of being the agents of state monopoly for the purchase 
and marketing of products, the commercial and material departments should 
place thetr orders with the enterprises or purchase what they select, 
leaving a portion of the goods to be sold in the open market, thus reducing 
the number of administrative levels and guarding against overstocking. 

The system of appropriation or distribution under a unified plan should be 
changed. A small number of goods and materials which are very important and 
in very short supply can be handled according to the system of unified 
appropriation and distribution, but other goods and materials should be 
supplied according to contracts between the producing units and the companies. 
The system of price control should also be changed, and, among others, the 
method of leaving a margin of fiuctuation for the state-set price can be 
used. Within this margin, the encerprises should have the authority to 
adjust the price according to the cost of production, market demands, or 
other conditions according to the principle of the best price for the best 
quality. To improve the quality and increase the varieties more rapidly, 
and to meet social needs more effectively, the enterprise can also use the 
method of "sliding down the price scale," that is, the method of gradually 
lowering the price at predetermined periods of some products. During the 
trial-production, they can use the "encouragement (first grade) price" for 
highly profitable products; the "normal (second grade) price" during mass 
production of goods bringing normal profits; and the "elimination (third 
grade) price’ for getting rid of goods at the minimum profit or with no 
profit at all. In expanding the enterprise's power over the use of funds, 
the present system of unified receipts and payments should be changed to 
that of retention of a portion of the profit for setting up an enterprise 
fund. After handing over the required portion of profit and paying the taxes 
and other expenses (including payments for the use of capital funds) and the 
interests on bank loans, the enterprise will have the authority to use the 
remaining portion of profit to replace its equipment and alter or expand its 
buildings so as to improve its service to the public. It should also have 
the authority to set up various welfare facilities and to decide on the 
method of rewarding its workers and staff members. Thus the success of an 
enterprise will be directly linked with the material benefits of its workers 
and staff members, and this method will encourage them to be more concerned 
with the enterprise's production and to study the relationship between 
production and social needs and between supply and demand in the market. 

fhe enterprise should have the authority to choose its own personnel, and 
the present system of unified arrangement for the distribution of labor 
power should be changed. The enterprise should be able to select its own 
workers according to its own characteristics of production, dismiss any 
surplus personnel, and keep a suitable technical force to produce according 
to social needs. 
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Through the expansion of the enterprise's power to manage its own affairs, 
we can anticipate a remarkable rise in the levels of its business management 
and all its economic work. This will create more favorable and stable 


conditions for resolving the contradictions between social production and 
social needs in the course of the four modernizations. 


FOOTNOTES 
l. “Selected Works of Marx and Engels," Vol 3, p 319. 
2. “Collected Works of Lenin," Vol 33, p 8. 


3. "Selected Works of Marx and Engels," Vol 2, p 102. 
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ECONOMIC PLANNING 


SYMPOSIUM DISCUSSES DECISION MAKING POWER OF ENTERPRISES 


Beijing CAIWU YU KUAIJI [FINANCE AND ACCOUNTING] in Chinese No 10, 
20 Oct 79 pp 30-32 


[Article: "Unified State Regulations Must Be Followed in the Experiment 
To Increase Decision Making Power of Enterprises--Press Symposium Held 
by Ministry of Finance on the Question of Increased Decision Making 
Power of Enterprises" | 


[Text] On 5 July the CCP Central Committee and the State Council issued 
Document Zhongfa No 48 (1979) relaying and commenting on the "Outline 

of Proceedings of the Nationwide Financial Work Conference" of the 

Party Organization of the Ministry of Finance; and on 13 July the 

State Council issued a notice concerning the organization of trial spots 
according to the Five Documents on the restructuring of systems. During 
and after this period RENMIN RIBAO and XINHUA NEWS AGENCY reported and 
carried articles on this subject, and many basic level comrades wrote 

to the Ministry of Finance to enquire about, or to express their views 
on, some questions raised by these press reports. Some provincial 
financial bureau director has also written a letter concerning the 
questions raised by the county finance and tax bureaus. The letter said: 
"The questions reflected have a universal significance and it is beyond 
my ability to answer it. Recently, even I myself find it difficult to 
understand. It is indeed hard to work at the lower levels! May I ask 
for a unified standard to be set up?" In view of this, the Ministry of 
Finance held a press symposium on 6 September in which RENMIN RIBAO, 
GONGREN RIBAO, CAIMAO ZHANXIAN [FINANCIAL FRONT] and XINHUA NEWS AGENCY 
were represented. Below is an outline of the views expressed by 
responsible persons. 


1. What Are the Unified Regulations for Increasing the Decision Making 
Power of Enterprises? 


The increase of decision making power for enterprises involves very many 
problems. Here, we will briefly deal with the question of increased 
financial power for the enterprises. 
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Financial power is an important component of the enterprises’ power of 
decision making. At present there are two trial methods according to the 
unified state regulations for the increase of the enterprise's financial 
power: One, to be used for areas, is to follow the system of enterprise 
funds approved and promulgated by the State Council on 25 December 1978 
and being tried out by the majority of enterprises. The other, to be 
used on the spots, is to follow the system of retaining a portion of the 
profit which is being used by a small number of enterprises organized as 
trial spots according to the Five Documents on the restructuring of 
systems as stipulated in the notice issued by the State Council on 13 July. 
The system of retaining a portion of the profit is a step ahead of the 
system of enterprise funds in increasing the financial power of enter- 
prises. At the same time, it has increased the enterprises’ economic 
responsibility by linking the amount of standby financial resources 
directly with the enterprise's contribition to the state. It helps to 
arouse the activism and enthusiasm of the enterprises and the workers 

and staff members to further improve their business management. This 
stipulation was discussed in the Work Conference of the Central Committee 
in April 1979 and comments were solicited in the Second Session of the 
Fifth National Congress beiore finally being passed down to the lower 
levels by the State Council. We can say that it is the result of an 
overall study of the objective needs and the state financial and material 
capability in repeated discussions, and that it is practical under exist- 
ing conditions. It is an important step forward in the restructuring of 
management. 


2. Why Must the Trial Spots for Increased Decision Making Power of 
Enterprises Follow the Unified State Regulation? 


The experiment of increased decision making power of enterprises directly 
concerns the benefits of the enterprises and their workers nd staff 
members, and involves the distribution and balancing of national financial 
resources. The greater is the share of distribution for the enterprises, 
the less will be the financial resources under state control. Furthermore, 
to bring about the unity of financial and administrative power, there is 
still the question of creating conditions for further restructuring so 
that there will be a smooth transition. Therefore, the experiment of 
increasing the decision making power of enterprises must be carried out 

on the basis of an overall balance and a unified plan, and the trial 

spots must follow the unified state regulations instead of each going 

its own way. Precisely because of this, the State Council has not only 
prescribed the scope of the trial spots (that is, to keep the number of 
trial spots within bounds) and the conditions of the enterprises (or the 
selection of those enterprises which have already undergone readjustments, 
have strong leading bodies and regular production orders, and are under 
stable management), but also required that the lists of experimental 
enterprises be submitted to the State Economic Commission, the Ministry 

of Finance and other departments concerned for examination and approval. 


Before the State Council document was relayed to the lower levels, some 
areas and departments had already set up their own trial spots according to 
their own methods. This initiative is certainly commendable, but it has 
created some problems which affect the neighboring units. 
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For example, according to the unified method, the appropriation of enter- 
prise funds is based on the fulfillment of the main economic targets, but 
the amount to be appropriated cannot be more than 5 percent of the total 
wage fund. Of course, it cannot be quite reasonable to appropriate the 
funds according to the total wage fund, and a different method, whereby 
the appropriation is based on a certain percentage of the profit, is used. 
However, because of the different objective conditions of different 
trades, the difference in the profit level can be very large. Therefore, 
a different way of calculation should be adopted in the change-over, 
because we cannot simply change from 5 percent of the total wage fund to 

5 percent of the profit. According to the experiment of a certain pro- 
vince, the enterprises have appropriated its funds according to either 

the total wage fund or the total planned annual profit. In this particular 
province, the total wage fund and the total planned annual profit must be 
very close to each other (and this is just a coincidence), and there seems 
to be no serious problem. But the difference in some cases can be quite 
large. The total profit of experimental enterprises has more than doubled 
the total wage fund, while the total profit of nonexperimental enterprises 
is only half of the total wage fund. In practice, therefore, those with 

a larger wage fund will use the wage fund as the basis of appropriation 
while those with greater profit wili use profit as the basis. In short, 
they will choose whatever is more advantageous to themselves. As a 
result, the percentage of appropriation will increase with a corresponding 
decrease of state revenue. Furthermore, the income among the enterprises 
will be uneven. If this system is popularized through the country and 
among different trades, the enterprises selling coal will make less profit 
because of the low price of coal, and the enterprises selling petroleum 
will make more profit because of the high price of petroleum. If a 
comparison is made between different regions, then in Shanghai, the profit 
of industrial and transportation enterprises is nine times that of the 
total wage fund. Because of this huge difference, what shduld be done? 


Let us take another example: According to the unified method, the depart- 
ments in charge will make a collective accounting of all their affiliated 
enterprises, and, after balancing the profit and loss, if the net profit 
is more than the amount planned by the state, the surplus will serve as 
the basis for the appropriation of enterprise funds at the rate of 5, 10 
or 15 percent among different trades. For some provincial trial spots, 
the rates are even raised to 10, 20 or 25 percent, and when the enterprises 
have appropriated their shares, the departments in charge also appropriate 
a certain percentage for themselves. In another province, the percentage 
of appropriation is as high as 30 percent. What to do if some locality 
raises the appropriation to 35 percent or even more? Then it is beyond 
control. 


Let us take still another example: Some county is trying out the method 
of offering reward for above quota profit on a monthly basis, using such - 
method as "monthly appropriation for monthiy reward out of monthly above- 
quota profit." The method is to lower the planned profit quota. Suppose 
the region sets a planned profit quota of 3 million yuan for an enterprise 
in the current year; the county sets it at only 1.3 million yuan; and 
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the profit actually made is even less than that of the previous year by 

10 percent. However, because of the lower planned quota, the enterprise 
can get more appropriation without any effort. Another method is through 
falsification, The enterprise's profit in several months is shown as only 
lL month's profit, although the enterprise has, in fact, been operating at 
a loss for several months. Then something trrational will happen: judged 
on a quarterly or half-yearly basis, this enterprise fails to fulfill its 
profit quota or even suffers a loss. However, its profit is above quota 
in a certain month, and it is entitled to a certain reward. This is 
obviously unfair. 


Certainly there are other unreasonable regulations too. According to the 
regulations of some regions, there is a reward for the fulfillment of the 
profit quota, another reward for the above-quota profit, still another 
reward for higher profit than the preceding year's, a repetition of the 
same reward, and so forth. After all, some trial spots set up by the 
localities themselves do not use such subjective efforts as tapping 
potentials, increasing production or practicing economy to gain their 
standby financial resources; they only try to gain benefits by varying 
their methods to raise the percentage or to repeat the appropriation. 
This practice will inevitably lead to an improper dispersal of state 
financial resources and lead to contradictions among different regions 

as well as the enterprises. 


3. What Should Be Done if Some Regions and Departments Set Up Trial Spots 
in Their Own Way? 


The State Council Notice stipulates: "At present, some regions and depart- 
ments are carrying out experiments on restructuring with methods worked 

out by themselves. Hereafter, they must all follow the unified regula- 
tions stipulated in the Five Documents." Of course, even their own 
methods of experiment carnot all be the same and they should be treated 
difierently. Therefore, in the National Industrial-Transportation 
Conference for Increasing Production and Practicing Economy held in 
Chengdu in July 1979, Vice-Premier Kang Shien said in his summing-up 
speech: "The experimental enterprises already set up before the publica- 
tion of the Five Documents should actively create the necessary conditions 
for a gradual change to the method as stipulated in the Five Documents. 

New experimental enterprises set up after the publication of the Five 
Documents should follow them and the Supplementary Notices on Several 
Specific Question." In fact, many regions, such as Liaoning, which 
originally planned to experiment in their own ways, have all followed 

the unified regulations ever since the State Council Notice was issued. 

At present, many provinces, municipalities and autonomous regions have 
submitted lists of their trial spots, and the lists of 17 provinces, 
municipalities and autonomous regions have been approved, and these 
experimental enterprises are operating according to the unified regulations. 
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4. Is the Present Financie. System for Enterprises Still Too Rigid and 
Can the Restructuring Make a Bigger Stride? 


Since the smashing of the "gang of four," some improvement has been made 
in the financial system of enterprises. Yet it is true that in some 
respects, the defect of over-rigid control still exists. Therefore, it 
is necessary that the system of economic control be further improved 
according to unified state arrangements. However, it is not true that 
the present enterprises have no power to manage their own business at 
all, and even less true that, as some comrades said, they have no 
authority "even to build a latrine.'"' Such exaggerations were criticized 
by Premier Zhou in his lifetime. Even way back in 1965 the financial 
system clearly provided that the enterprises' expenses for building 
simple structures (including latrines) could be included in the production 
cost. Furthermore, since the enterprise fund can be used on collective 
welfare projects for the workers and staff members, the enterprises have 
not only the authority, but also the money to solve this problem. 


Here one question has to be answered: According to our calculation, the 
funds now left at the disposal of the enterprises, including the de- 
preciation fund, are more than ever; yet why do enterprises feel that they 
have very little power of decision making? As we understand, the main 
reason is that there are too many "grandmothers" and "concentration at 
every level" or "deciding on the menu before starting the fire" or "fishing" 
which confines production to certain items, end finally the arbitrary 
sharing of resources. For this reason, the enterprises naturally feel that 
they cannot exercise their own power. Furthermore, some enterprises usually 
use up their enterprise funds for rewards or other purpose, so that they 
become short of funds when the time comes for them to undertake some 
collective welfare projects. It means that as far as the enterprises’ power 
of decision making is concerned, there is the question of not only suitably 
increasing it, but also respecting and protecting it. On the part of the 
enterprises, however, there is also the question of using it properly. 
Therefore, we should direct our efforts in respecting and protecting the 
enterprises’ power of decision making and properly using the power instead 
of only planning to increase the enterprises' standby financial resources. 
Efforts should also be directed to increasing financial resources, produc- 
tion and income instead of varying the methods to raise the percentage. 

Can the restructuring make a bigger stride? This question can only be 
decided by objective conditions instead of subjective wishes. What are 

the conditions required? First, it depends on whether the restructuring 

of the entire economic system including planning, materials and capital 
construction, can make a bigger stride. Second, it depends on whether 

the big difference in the profit levels can be basically adjusted through 
such economic levers as pricing and taxation, so that the enterprises 

can start their race on an equitable footing. Third, it depends on the 
ability of the state to provide assistance with their present financial 

and material resources, after guaranteeing the completion of key state 
projects and the payment of the unavoidable expenses. In other words, 

all economic management systems are mutually coordinated and mutually 
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related, and no problem can be solved by relying on changing the financial 
system and increasing the financial power alone. The question of re- 
structuring the management is a complex one. Since we are still inex- 
perienced, we should proceed cautiously with a positive attitude. 


[It must also be pointed out that the centralization and decentralization 
of power is a unity of opposites as well as a constant contradiction. 
This contradiction can be systematically and discriminately resolved 
according to party line, principles and policies at different periods 
only along with the development of the productive forces and the changes 
of objective conditions. Sometimes, there should be more centralization, 
and sometimes, there should be more decentralization; some departments 
may need more centralization while other departments may need more decen- 
tralization. There should be certain particular emphasis for differert 
departments at different times, and things cannot remain permanently 
after a once-for-all effort. Therefore, in dealing with the question of 
a financial structure, either established in the past or under experiment 
now, an analytical approach must be used. We must take a long-range 

view of the situation and should not draw any absolute conclusion, either 
positive or negative, in an over-simplified manner. Why should we conduct 
experiments? Experiment is a process of further testing and exploring in 
practice. Some localities have now carried out experiments for several 
months in their own ways and achieved certain success. There are many 
causes for this success, but some articles have attributed it exclusively 
to the transfer of financial power to the lower levels and affirmed the 
achievement in absolute terms punctuated with unsavory political phrases. 
For example, the new experiments are called "turning enterprises into 
symbols of national wealth," while the former method and practice are 
likened to "emptying a pond to get the fish" and "painting the rotten 
beams and broken tiles on the roof of a decrepit temple with a feudal 
color." Many basic level finance and tax cadres have written letters to 
show their disgust, which is quite justified and deserves our attention. 


5. Is It Feasible for Collective Enterprises To Adopt the Method of 
‘Turning Over Profit ai Predetermined Rates?' 


Enterprises under the system of collective ownership only pay tax according 
to the law, but do not turn over their profit. Therefore, the question 

of "turning over profit at predetermined rates" does not arise. For 
example, a forge plant, which is a large county-run collective enterprise 
in Jin County, Liaoning Province, adopted the method of "turning over 
funds at a predetermined rate." This refers to income tax only. 
Generally, it is inadvisable to adopt this method. The basic principle 

of taxation by the state is to tax according to law and to compute the 
amount of tax according to established rates. Tax is collected from 
collective enterprises when they make profits, but not otherwise. Also, 
the more they make, the more they will be taxed; the less they make, 

the less they will be taxed. If the tax is turned over at a predetermined 
rate and the actual profit is higher, the state loses, and this is 
unreasonable. On the other hand, what will the enterprises do if its 
profit is less? Will it still pay at the predetermined rate by reducing 
the wages of the workers? This is certainly impossible. 
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ECONOMIC PLANNING 


PROFIT RETENTION SAID MAJOR STEP IN RESTRUCTURING 


Beijing CAIWU YU KUAIJI [FINANCE AND ACCOUNTING] in Chinese No ll, 
20 Nov 79 pp 2=5 


[Commentator's article: "A Major Step in Restructuring the Finance System 
of Enterprises" ] 


[Text] By the end of September, based on the State Council Notice "On 

the Organization of Trial Spots According to the Five Documents," the lists 
containing a total of 1,366 enterprises submitted by 23 provinces, muni- 
cipalities and autonomous regions, have been examined and approved by the 
State I conomic Commission and the Ministry of Finance, and the work of 
these trial spots will gradually develop. The number of these experimental 
enterprises amounts to only 4 percent of the total number of enterprises 

in these provinces and municipalities, but their profit has amounted to 
28.5 percent of the total profit of all the enterprises in the same 
provinces and municipalities. (If the enterprises in some regions using 
their own methods approved by the central authorities are also taken into 
account, the percentage is much higher. For example, Sichuan had 60 per- 
cent.) Compared with the former method of enterprise funds, the retention 
of a portion of the profit yields a 50-percent increase (and this does not 
include the portion derived from an appropriate increase of the depreciation 
rate). At present the restructuring is proceeding in the course of read- 
justment, and the scope of the experiment has already appreciably increased 
the standby financial resources of the enterprises. Thus we can say that 
despite the many jobs waiting to be done with our limited financial re- 
sources, a major step has been taken in the restructuring of a system. 


The restructuring of financial management of enterprises according to the 
documents relayed to the lower levels by the State Council includes: an 
appropriate rise of the depreciation rate and an improved method of using 
the depreciation funds for industrial enterprises; the collection of 

fixed asset tax; the use uf the total sum credit as a source of circulating 
capital, and the adoption of the system of retaining a portion of the 
profit. An appropriate rise of the depreciation rate and the retention of 
the entire depreciation fund by the enterprise and the department in 

charge will further increase the financial power of the enterprises and 
give the enterprise more financial resources for tapping potentials and 
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the renovation and transformation of their equipment. This is useful in 
tapping the potentials of increasing production among the old enterprises. 
The system of payment for the use of fixed assets and circulating capital 
will increase the enterprises’ economic responsibility and encourage them 
to use their fixed assets to the best advantage and to be judicious in the 
use of their circulating capital. All these measures are undoubtedly of 
great significance. However, what the people are more concerned about as 
the core of restructuring is the system of retention of profit by the 
enterprises. Therefore, something more should be said about this system. 


What is the difference between the system of profit retention and the pre- 
sent system of enterprise funds? Simply speaking, it is as follows: First, 
enterprise fundus are appropriated at a certain percentage of the total wage 
fund (no more than 5 percent). This method is not entirely reasonable and 
cannot be conducive to a higher labor productivity or a saving of manpower. 
The system of retaining part of the profit, on the other hand, means that 
the enterprise funds, which the enterprise should get, is linked with the 
enterprise's profit, and that a certain percentage of the actual profit 

is retained by the enterprise. Second, apart from the enterprise funds, 

the workers' welfare fund (being 11 percent of the total payroll) and 

the workers' bonus fund (being 10 to 12 percent of the total standard wage 
fund) which are to be included in the production cost; the scientific 
experiment expenses and the workers' training expenses, formerly provided 
by state allocations, and the expense for the trial production of new 
products to be covered by a certain percentage of the total profit under 

a new arrangement, are all totaled up to form the basis for the calcula- 
tion of the percentage of the profit to be retained, and this percentage 
will remain effective for 3 years. Hereafter, if an enterprise will make 
more profit, the amount of retained profit will be greater, and the welfare 
and bonus funds for the workers as well as the standby financial resources 
for developing production will also increase. Conversely, if the enter- 
prise will make less profit, the workers’ welfare and bonus funds, and the 
standby financial resources will also be reduced. From this, we can see 
that compared with that of enterprise funds, the base figure for calculating 
the portion of profit to be retained is greater under the new system and 
this will help increase the enterprise's power of decision making. 
Furthermore, if the amount of an enterprise's standby financial resources 

is directly linked with the enterprise's contribution to the state and 

has something to do with the welfare and bonus of the workers, it will 
encourage the activism and enthusiasm of the broad masses of workers and 
staff members in improving their business management. This system was 
discussed in the Work Conference of the party Central Committee in April 1979 
and comments were solicited at the Second Plenary Session of the Fifth 
People's National Congress before it was finally passed down to the lower 
levels by the State Council. We can say that it is the result of an overall 
study of the objective need and the state's financial and material capa- 
bility in repeated discussions. It is practical under existing conditions. 


Some people said: The system of retaining a portion of profit is only a 


substitution for the former system of appropriating a certain percentage 
of the total wage fund to be used as enterprise funds and the welfare and 
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bonus funds for the workers, while the former state allocation for expenses 
is changed into retention of profit at a certain percentage. This does 

not actually mean any increase of the standby financial resources. On 

the other hand, if the profit is reduced, there will be no assurance of 
state support as we had under the former system, and the responsibility 

of the enterprise is now even heavier. This view is partly correct, but 
not comprehensive enough. A suitable rise of the depreciation rate and 

the establishment of the trial production fund for the enterprise means a 
direct increase of the standby financial resources for the enterprise. 

If the retention of part of the profit is directly linked with the profit, 
it means, as the saying goes, "the rise of the ship along with the rising 
water level," which is certainly more flexible than the mechanical reliance 
of state allocation or appropriation out of the total wage fund. If there 
is better enterprise management and a higher labor productivity, the profit 
will be increased and the gain of the enterprise will be greater. It must 
be admitted that there is a lot of potential. Of course, if the enterprise 
is poorly managed and the labor productivity is low, the profit will be 
less and the gain of the enterprise will be reduced. In this sense, it is 
true that the enterprise's responsibility is increased. But this is not 
the goal of the restructuring of the system. Can it be right that large 
contribution and small contribution, good performance and poor performance, 
and profit and loss make no difference at all? It is precisely the purpose 
of the new method to educate and encourage people to pay attention to the 
"three considerations" instead of the enterprise only. Efforts should be 
made to increase the financial resources instead of trying to squeeze 

more out of state finance by simply raising the percentage of appropriations. 
In other words, besides making revolution against "finance," (by restructur- 
ing the system), we should also make revolution against ourselves (by 
improving the management). 


Some other people said: The system of retaining part of the profit is 
certainly a step ahead of the system of enterprise funds. But the 
progress is too slow. Why can it not be faster? 


This matter cannot be all decided by our subjective wish, because it is 
largely determined by objective conditions. What are the required condi- 
tions? First, it depends on whether the restructuring of the entire 
economic system including planning, material and capital construction, 

can make a bigger stride. Second, it depends on whether the big difference 
between the profit levels can be basically adjusted through such economic 
levers as pricing and taxation so that the enterprises can start their 
race on a more equitable footing. Third, it depends on the ability of 

the state to provide assistance with their present financial and material 
resources after guaranteeing the completion of the key state projects and 
the payment of the unavoidable expenses. In other words, all economic 
management systems are mutually coordinated, mutually related and mutually 
regulated. Financial power is determined by management power, and if 
management power cannot make a big stride, we cannot basically sdlve 
problems by relying on the speedy progress of the restructuring of the 
financial system and the transfer of financial power. 
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Furthermore, restructuring the system is a major step and a very compli- 
cated problem, We still lack the experience, and it requires a scientific 
approach to decide on what to develop and what to abolish. Therefore, 
we must have a firm determination and take sure steps. As the saying 
goes, "A thousand-li travel coneists of a number of short steps and the 
river and sea are formed of numerous streamlets.'' Thus we have to begin 
with improvements on a small or medium scale, set up trial spots first, 
sum up the experiences and then popularize the system methodically. If 
the change can take place without confusion, it may appear to be slow 
although it is actually fast. Otherwise, "if we are totally ignorant of 
the situation and yet full of determination, no good plan can be worked 
out despite our numerous ideas," In other words, if we try to do some- 
thing on a crash basis before we are aware of our exact goal, it will be 
a case of "more haste, less speed." 


Some people think that the present limited financial power and standby 
financial resources are the "stumbling block" to the quick development of 
production, This question calls for some analysis and should not be over- 
simplified, Despite some improvement of our financial system, there are 
still some defects as a result of certain rigid control. Therefore, 
continued improvement is necessary. On the other hand, for many years, 
particularly in the past 10 years, financial power for the enterprises 

has been constantly increased. We can also say that the present financial 
power and the standby financial resources of our enterprises are, as a 
matter of fact, greater than ever before. This can be seen from two 
aspects: First, the funds for the enterprises to tap potentials and to 
renovate and transform their equipment, including state allocations, the 
depreciation fund left for the enterprises, and che special loans granted 
for special technical innovation, amount to approximately 40 percent of 
the amount of the profit turned over to the state, and the amount is 

8.3 times that of 1965, representing an increase of 53 percent over that 
of 1975. Although the different scopes of production preclude an accurate 
comparison, the present amount is anyway more than what it was in the past. 
Second, there are now funds for the welfare and the bonus of workers and 
staff members. In the past, welfare and medical expenses appropriated 

at the rate of 1l percent of the total wage fund, amounted to about 

2 billion yuan each year. Since 1978 the experiment of the bonus system 
has cost more than 3 billion yuan and the experiment of the enterprise 
funds system has cost about 2 billion yuan; and now the experiment of 

the profit retention system will call for a further increase of several 
hundred of millions of yuan each year. Since all these funds are directly 
linked with profit," "the ship will rise along with the rise of the water 
level."' If all these amounts are added up, the total will reach nearly 

10 billion yuan. Compared with the past, there is obviously an increase. 
Therefore, the indiscriminate charge that inadequate financial power and 
standby financial resources have handicapped the development of production 
is groundless. The real handicap to the speedy development of production 
was the interference and sabotage by Lin Biao and the "gang of four" 

which caused serious imbalance in the national economy. Because of the 
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shortage of coal, electric power, oil and transportation facilities, "old 
enterprises were not fully fed, while new ones were groping in the dark," 
If the development is not proportionate, how can it ever gain speed? 
Therefore, in the "eight-character"” principle of "readjustment, restruc- 
turing, consolidation and improvement,’ it is entirely correct that 
"readjustment"’ should be the core, O. course, despite what is mentioned 
above, it is still a fact that the enterprises feel the need for more 

money and power. Then what is the cause? The main cause is that funds 

for the enterprises have usually been diverted to other uses by the 
practice of “concentration at every level" in some regions and departments. 
Also, according to the practice of "making up the menu before starting 

the fire" or "fishing," many items of products were determined by the 
higher authorities. On top of all this, there was the arbitrary sharing 

of resources. Because of all these factors, the enterprises naturally 

feel that they are in a passive position. Furthermore, because of in- 
correct planning, enterprise funds were often used for bonus or some other 
improper purpose, so that when the time came for something to be done 
regarding collective welfare, the enterprise had no more money left. 
Therefore, as far as decision making power for the enterprises is concerned, 
there is not only the question of increase, but also that of how to respect 
and protect it. On the other hand, there is also the question of how the 
enterprise should use the power. If this power is only increased but not 
respected, protected, or correctly used, the same problem will remain even 
after the increase of power. 


In the above, I said that the system of profit retention as recently 
announced by the State Council is a good and practical one under present 
conditions. However, this does not mean that it is fool-proof. Then why 
should we conduct the experiment? Experiment is a process of further 
testing and exploring in practice. At present, both the external condi- 
tions (such as material resources, equipment, pricing, taxation, and so 
forth) and the internal conditions (such as management, leading bodies, 
production order, accounting of teams and shifts, and so forth) of the 
enterprises in our country are still very uneven and the potentials are 
not very large. Therefore, new problems of one kind or another are bound 
to crop up in the course of experiment, or new problems will emerge after 
the solution of the old ones. However, as long as we proceed from the 
overall interests, take a broad view of the situation, eliminate one- 
sidedness, avoid thinking in terms of absolutes, be brave in reforming, 
modest in earning and receptive to advice from various quarters, take the 
mass line, sum up our experiences, follow the principle that practice is 
the criterion of testing truth, repeat the cycles of practice, knowledge, 
practice again and knowledge again, and continue to advance and improve, 
we can then certainly discover a way suitable for our country for restruc- 
turing the financial system of our enterprises with greater, faster, 
better and more economic results. Let us steadfastly accomplish our 
experimentation and lay a good foundation for further restructuring. 
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HONG KONG MAGAZINE ON ABORTED PRC ECONOMIC PLANS 
HK180201 Hong Kong TUNG HSIANG in Chinese No 19, 16 Apr 80 pp 12, 13 


[Article by Lu Ting-wen: "The CCP's 10-Year Economic Plan Comes to a 
Premature End") 


[Text] Not long after the smashing of the "gang of four" and the 
reaffirmation of the line of the four modernizations, the CCP proposed 
a very ambitious 10-year plan at the Fifth People's Congress in March 
1978. At that time, many foreigners with ineight pointed out that the 
large amount of capital needed for this plan could hardly be handled by 
the CCP and they were doubtful whether this plan could be achieved. To 
our surprise, the CCP was again correctly predicted by the foreign 
"fortune tellers." One year later, this plan was shelved, and after 
another year (March 1980), the CCP announced that it had decided on a 
new 10-year plan. Thus, the original plan has officially been announced 
to have died a natural death. 


A "Deformity" at Birth 


In the brevity of its life, the 10-year plan proposed in 1978 can be 
compared with the Second Five-Year Plan. The Second Five-Year Plan was 
formulated on the basis of scoring good results in the Pirst Five-Year 
Plan (1953-1957) and was proposed by Zhou Enlai at the Eighth People's 
Congress. According to the views of current CCP economists, the propor- 
tion between accumulation and expenditure, and between agriculture, 
light industry and heavy industry in the Second Five-Year Plan was more 
rationally planned than in the first one. If it had been smoothly imple- 
mented, it would have brought greater achievements. However, not long 
after the implementation of this plan, the "Great Leap Forward" sprang 
up from the calm. People ran around manufacturing steel by indigenous 
methods and promoting "satellite fields." Thus, the Second Five-Year 
Plan was obliged to die a premature death. It was certainly not the 
fault of the plan itself. However, the 10-year plan proposed in 1978 
was different. It has been a deformity since birth and there was no 
point in its coming into being since it could not cope with the existing 
environment. 
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Regarding the lO-year plan, it was said in the Fifth People's Congress 
resolution on the report on government work: ‘The meeting completely 
agrees with the outline of the lO-year plan for developing the national 
economy from 1976 to 1985, proposed by the State Council. The meeting 
holds that the plan is positive and reliable, and it will surely be ful- 
filled and overfulfilled by great efforts." The facts have proven that 
“positive” and "reliable" were just empty words. 


The Basic Content of the 10-Year Plan 


The content of the 10-year plan was not announced; however, its main 
contents were disclosed in Hua Guofeng's government work report: By the 
end of 1985, grain production will reach 800 billion jin and steel pro- 
duction 60 million tons. During the 8 years from 1978 to 1985, total 
agricultural production value must increase by 4 to 5 percent each year 
and total industrial production value must increase by over 10 percent 
each year. There will be 120 major new construction and extension 
projects including 10 major iron and steel bases, 9 large nonferrous 
metal bases, 8 major coal bases, 10 big oil and gas fields, 30 large 
power stations, 6 new trunk railway routes and 5 major ports. These 
targets were vigorously popularized by the CCP's propaganda machinery 
at that time, and even now, traces of the propaganda posters can still 
be found in some factories. 


Blindly Following the Dogma of Mao Zedong 


The major fault of this plan lies in its pursuit of Mao Zedong's economic 
viewpoints of "regarding steel as the key” and "regarding grain as the 
key."' Iron and steel production in 1978 was only 31.78 million tons. If 
it was to be doubled by 1985, it would be necessary to expand the produc- 
tion capacity of iron and steel plants and build more iron and steel 
plants. In view of this, the CCP authorities made arrangements with 
Japan and West Germany in 1978 for importing complete iron and steel 
plants, which required large sums of capital. The Baoshan Iron and 
Steel Plant imported from Japan was very expensive and the Qidong Iron 
and Steel Plant imported from West Germany was even harder to afford. 
Thus, the problem of inadequate capital became very prominent. On the 
other hand, setting too high a target for iron and steel production will 
surely push higher the production targets of other heavy industry depart- 
ments and will result in their getting out of joint with light industrial 
and agricultural development. Hence, the promise of improving the peo- 
ple's living standard will possibly become "great empty talk" and follow 
the same old disastrous road of the "Great Leap Forward." , 

The CCP authorities’ admission of the impracticability of the 10-year 
plan was first disclosed on 26 February 1979. On that day, Japan was 
suddenly informed by China that the signed contract on importing a com- 
plete set of equipment would be put in reserve. The act greatly shocked 
Japanese industrial and commercial circles. In March, Beijing held a 
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national work conference on capital construction and proposed reducing 
the scale of capital construction, readjusting the investment orienta- 
tion and making clear the necessity of "acting in accordance” with the 
lO-year plan. In April, the CCP Central Committee held a central work 
conference which formulated the principle of "readjustment, restructur- 
ing, rectification and improvement.’ This was reaffirmed at the second 
session of the Fifth People's Congress in June. Thus, the 10-year plan 
has been put aside ever since and no one has mentioned the construction 
of the 120 major projects. 


The Feeling of Contradiction in the CCP's Policy-Making Level 


"The Decision of the CCP Central Committee on Certain Questions in Speed- 
ing Up Agricuitural Development (Draft)'' basically adopted at the third 
plenum of the llth Central Committee in December 1978 still mentioned 
insuring the fulfillment of the targets of 800 billion jin of grain aad 
an agricultural mechanization rate of about 80 percent by 1985. How- 
ever, these targets were both deleted when the decision was officially 
adopted at the fourth plenum last September. The CCP authorities have 
affirmed concentrating all forces to promote agriculture during the 
3-year period of readjustment. However, on the other hand, they were 
reluctant to mention the target of 800 billion jin in the documents. We 
can see that the CCP authorities have very complicated feelings about the 
10-year plan. Is it better to amend it according to the actual condi- 
tions, or to cancel it completely and start again from the beginning? 


In March 1980, exactly 2 years after the proposal of the 10-year plan, 
the CCP authorities finally clarified their attitude and decided to pro- 
mote another 10-year plan this year. However, the timing of the 10-year 
plan this time is different from the previous one. It will run from 
1981 to 1990, a delay of exactly 5 years. This new plan is expected to 
be submitted to and discvssed in the 12th party congress. 


Main ‘ontents of the New Plan 


Although this new plan is still under formulation, we can roughly esti- 
mate its outline now. First of all, the most important point is that the 
new plan will be completely different from the old one and will not be 
amended on the basis of the old plan. 


Fang Weizhong, the vice chairman of the State Planning Committee, dis- 
closed some news in an interview with Japanese reporters at the end of 
March. The 10-year plan was directly drafted by the State Planning Com- 
mittee, therefore, his speech was quite authoritative. Regarding the 
main content of this plan, he said: We attach the greatest importance 
to agriculture; we will actively exploit energy and its rational uses; 
we will strengthen transportation and communications, and so on. Fang 
Weizhong disclosed: In formuleting the new 10-year plan, basic consid- 
eration has been given to consolidating the foundation of the national 
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economy and attaching great importance to economic efficiency. It is 
necessary to consider the country's capacity to digest technology and 
to make repayments while importing foreign advanced technology and 
capital, 


Yu Qtiull pointed out on television during his visit in Japan a little 
later: "Regarding the main content of the lO-year plan, our tentative 
ideas are to give prominence to agriculture, energy, transportation and 
communications, culture, education and science. We will strive not only 
for a steady economic increase in the 1980's but also to create better 
conditions for achieving the four modernizations by the end of the 
century." Let us wait and see the results of the plan after its complete 
formulation. 
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ECONOMIC PLANNING 


"BA YI' ON FORMULATION OF NATIONAL ECONOMIC PLAN 


OW191109 Ba Yi Radio (Clandestine) in Mandarin to China 1400 GMT 
18 Apr 80 OW 


[Text] A group of young and energetic cadres and experts in the economic 
departments have taken part in drafting a long-term national economic 
plan. Doubtlessly, this is a good phenomenon. Work on our economic plan 
has needed new blood for a long time. Full of vigor and creativity and 
possessing professional know-how, these young cadres and experts will 
surely play an important role in drafting a feasible, concrete national 
economic plan. 


First of all it is essential to genuinely bring the enthusiasm and 
creativity of these comrades into full play and create favorable condi- 
tions for their work so that they will not commit the same mistakes as 
in previous planning work but will seek a correct way of accomplishing 
the urgent task concerning the national economy and people's livelihood. 


However, certain veteran comrades not only failed to draw both positive 
and negative experiences and lessons from the past but also set rules 
and regulations for the young comrades as “guiding principles" for 
drafting the plan. This really means requiring them to continuously 
act in accordance with che harmful economic line from the past, and to 
pass on, whole and intact, the obviously erroneous old doctrine to the 
young comrades. 


For instance, speaking at a State Economic Commission conference, Comrade 
Li Xiannian said: "The amount of investment in national economic con- 
struction as proposed by the young experts is indeed too small, and we 
must fully tap financial resources and reduce expenditure earmarked for 
improving the people's livelihood so as to increase the investment in 
economic construction.” No doubt, this is a policy which has followed 
the typical old line. In other words, it is necessary to carry out 
economic construction by consuming huge amounts of financial and mate- 
rial resources on the one hand while keeping the people's living 
standards to the minimum on the other. 
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Ase another example, the new 10-year economic plan as proposed by the 
young comrades is based on the policy of giving priority to agricultural 
development. This is an absolutely correct proposal. China is a popu- 
lous and economically backward country. Under these conditions, to 
persistently develop agricultural production is the key to solving the 
major difficult problems confronting us. We can positively say that if 
we fail to place agricultural modernization before everything we will be 
unable to accomplish the four modernizations program as a whole. 


Based on the policy of giving priority to agricultural development, the 
new 10-year plan as proposed by the young comrades calls for a sharp 
increase in investment in agricultural production, setting a minimum 25 
percent of the total state budget for agricultural production invest- 
ment. However, while rejecting this proposal, Comrade Deng Xiaoping 

put forward his own program which is completely opposed to the one pro- 
posed by the young comrades and which fails to allocate sufficient funds 
for agricultural development in the new 10-year economic plan. This 
actually hampers the implementation of the important policy of giving 
priority to agricultural production and ignores both the state's current 
pressing tasks and the people's vital interests. 


Practice has proven that certain ve.eran comrades have stuck to the 
erroneous policy and hampered the initiative of the young and compara- 
tively young cadres and experts, thereby rendering it impossible to give 
full scope to their enthusiasm, creativity and wisdom. As a matter of 
fact, these veteran comrades have forced the young cadres to act in 
accordance with their own will. It is therefore not strange that the 
masses call them old diehards who always consider themselves in the 
right. 


It must be pointed out, however, that sticking to the old line will only 
hamper the drafting of a feasible plan for developing our national 
economy. Any plan so worked out will be a mere scrap of paper and will 
follow the beaten track of the old line. 
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ECONOMIC PLANNING 


BRIEFS 


GUANGDONG SCIENTISTS, TECHNICIANS--Some 6,000 science and technology 
personnel in Guangdong, who were assigned to jobs which they were not 
trained for, have received rational reassignments. In the past 1 year, 
7,800 medium and high-level science and technology personnal have been 
promoted throughout the province. The problems of husbands and wives 
among 3,300 science and technology personnel who were separated in 
different working areas have also been properly solved. At the same 
time, conditions of residence of 900 science and technology personnel 
have been improved. These achievements were announced by Yang Kanghua, 
vice provincial governor and chairman of the Guangdong Science Com- 
mittee, at the Guangdong science and technology conference on 24 March. 
[Guangzhou City Service in Cantonese 0430 GMT 24 Mar 80 HK] 


HUBEI RURAL ECONOMIC MANAGEMENT--The party organizations at all levels 
in the countryside of Hubei have vigorously grasped the training of 
management cadres. Since 1979, the province, prefectures and counties 
have trained 4,800 management cadres at the commune level and above, 
accounting for 80 percent of the total number of management cadres 
throughout Hubei. Through training, most of these cadres can now 
independently handle their work. Since 1979, these management cadres 
have helped the communes and brigades train 400,000 accountants, 40 per- 
cent of the accountants in Hubei. [Wuhan Hubei Provincial Service in 
Mandarin 1100 GMT 24 Mar 80 HK] 
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GENERAL ECONOMIC INFORMATION 


TECHNOLOGY, MANAGEMENT OF ENTERPRISES SAID BACKWARD 
Beijing SHIJIE JINGJI [WORLD ECONOMY] in Chinese No 10, 10 Oct 79 pp 50-56 


[Article by Wang Jincuan [3769 6855 1317]: "Some Problems Concerning 
Technical Transformation and Fixed Asset Management in Soviet Enterprises" ] 


[Text] There have long been many problems concerning technical transforma- 
tion and fixed asset management in Soviet enterprises, and this is one of 
the important reasons why Soviet technology has remained backward and Soviet 
productivity remained low for a long time. To change this situation, the 
Soviet Union has adopted a series of measures, and achieved some success, 

in readjusting the orientation of investments, in revising the policy on 
depreciation and in improving the management of fixed assets. Yet the 
problems have not been basically solved. Below, I will make some observa- 
tions on these problems and the measures taken for their solution in the 
Soviet Union. 


(1) 


Since the 1930's, Soviet investments on capital construction have always 
been biased toward the construction of new enterprises and new projects, 
while the technical transformation for already existing enterprises has 
been neglected. This bias is markedly shown in the continual rise in the 
ratio of investments on new enterprises and new projects and the continual 
drop of investment on the transformation of existing enterprises. For 
example, during the First Five-Year Plan, only about 15 percent of the total 
investments were on new projects; and during the Second and the Third 
Five-Year Plans, the new project investments rose to 30-40 percent; and 
during the Sixth Five-Year Plan, they were further raised to 45 percent 
(1960 figure). On the other hand, the proportion of investment in the 
transformation of existing enterprises was reduced from 85 percent during 
the "Five Five'' to below 55 percent. 


In the initial stage of industrialization, when the material and technical 
foundation of the national economy was very weak, it was necessary to invest 
more on some new industrial projects in order to supplement and strengthen 
some new production departments. However, after World War II, by which time 
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the foundation of industrialization in the Soviet Union was already consoli- 
dated, and the number of enterprises had been greatly expanded, the Soviet 
Union still did not make timely adjustments in its orientation of invest- 
ment by channeling more funds, manpower and equipment to the technical 
transformation of the existing enterprises, although their equipment for 
production had already become out-dated. On the contrary, it continued to 
increase its investment on new projects which were regarded as the most 
{mportant means of expanding the productive capacity. This seriously 
handicapped the rise of the industrial technical level and the labor 
productivity. 


The defects of tias toward new construction projects and of the neglect 

of technical transformation for the existing enterprises in the Soviet 
Union were first manifested in the constantly increasing number of new 
construction projects, their ever-growing scope and the prolonged construc- 
tion periods with the result that many capital construction projects could 
not be commissioned on schedule. For example, in 1960, the amount of 
unfinished construction work tied up 60 percent of the total investment 

on capital construction. By 1970, it rose to 73 percent, and by 1975, it 
further rose to 78 percent. Therefore, a huge amount of funds and equip- 
ment were tied up or frozen in the process of construction. It always 
happened that before a plant could be commissioned, the newly installed 
equipment had already become out-of-date. Furthermore, the diversion of 
the huge amount of resources to new construction projects left the existing 
enterprises with no assurance of the supply of manpower and material and 
financial resources for technical transformation, resulting in their tech- 
nical backwardness and stagnation. In many cases, a new enterprise, after 
being commissioned, could hardly make any major change in its production 
technology for more than 10 years or even for decades. Although the Soviet 
Union invested a lot more on the construction of new enterprises than the 
Western capitalist countries did, the average technical level was far below 
those of the advanced countries. According to estimates from Western 
sources, the level of Soviet production technology in the 1960's was the 
same as that of the United States before World War II, or approximately 

25 years behind that of the United States. For example, up to the early 
1970's, about one-third of the metal cutters, which had been used 15 years 
over their service life, and one-quarter to one-third of the textile equip- 
ment throughout the Soviet Union were the products of the tsar era. 
According to official Soviet statistics, the average service life of all 
industrial equipment reached 18.5 years; that of ferrous metallurgy equip- 
ment reached 24 years; and that of electronic equipment reached 27.6 years. 


Along with the transition of the entire Soviet national economic develop- 
ment to the stage of intensification, the 24th and the 25th CPSU Congresses 
unequivocally raised the questions of the orientation for the adjustment 

of the composition of investments and strengthening the technical trans- 
formation of existing enterprises. The summing-up report of the 25th CPSU 
Congress strongly pointed out: "The material and financial resources 
should first be used on technical innovation and transformation of existing 
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enterprises, and this measure will be able to expand the preductive capacity 
without new construction or with less unitary investments."” The policy 
put forward by the 25th CPSU Congress was: "First, guarantee expanded 
productive capacity through the technical innovation and equipment moderni- 
zation for the enterprises and the adoption of various technical and 
organizational measures.'' Guided by the new policy, the Soviet Union 
continued to increase its investment on the technical transformation of 
its existing enterprises. For example, during its Sixth Five-Year Plan, 
only one-half of Soviet industrial investments were on the technical trans- 
formation of existing enterprises. During the Ninth Five-Year Plan, the 
proportion was raised to approximately 65 percent, and will further be 
raised to 70 percent during the 10th Five-Year Plan (1976-1980). By 1977, 
it had already reached 69 percent. During the new five-year plan, indus- 
trial growth will mainly depend on tapping the potentials of the existing 
enterprises apart from a small number of newly constructed modernized 
backbone enterprises. 


The change in the orientation of investment from new construction to the 
transformation of existing enterprises marked an important step in the 
transition to intensification according to the readjusted Soviet policy 

of construction. The primary purpose of such readjustment was to keep pace 
with technological progress and production development and to increase the 
returns from investments. In practice, the use of funds and equipment for 
transforming existing enterprises instead of constructing new enterprises 
has the following advantages: First, faster results. In the Soviet Union, 
it takes 2-3 and sometimes 5-6 years for newly constructed projects to show 
results, while the technical transformation of existing enterprises takes 
only 2-3 or at most 4-5 years. Thus the time required to achieve the 
productive capacity is about 50 percent of what is required for newly 
constructed projects. Second, less unitary investment on productive 
capacity. According to calculations by Soviet economists, the unitary 
investment on the transformation of existing entepprises is less than what 
is required for new projects by about 25 percent. Third, more rational 
technical composition of investment. In other words, the active portion 
of investment used on setting up fixed assets (machinery and equipment) 

is higher, while the passive portion used on fixed assets (the building 

of workshops and other houses and facilities) is lower. The reason for 
this is that the technical transformation of existing enterprises can be 
almost entirely carried out with the existing facilities. This is of great 
significance in increasing the returns from investment. According to 
estimates, every increased percentage point for facilities in the total 
capital construction investment in the Soviet Uniog means an increase of 
industrial output value by 500-600 million rubles. 


It must be pointed out that while. - ective technical transformation of 
existing enterprises has certair : iperiority, it does not necessarily 
mean that more investment in this di’: tion and less investment on newly 
constructed projects will produce betier results. There should be a 
definite and rational ratio between investments on new construction and 
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transformation, and this definite and rational ratio should be regulated 

by the actual conditions of the national economic development. Therefore, 
it cannot remain unchanged in different periods. The problem with the 
Soviet Union in this respect is that for a long time after the war, no 
timely readjustment of the composition of investment was made according to 
changing conditions. While now stressing the need for the transformation 

of existing enterprises, it is still constructing new enterprises and 
undertaking new projects. Construction of the new and transformation of the 
Old play different roles and none of them can completely substitute for the 
other. Generally, the role of new enterprises is to develop new technology 
and new process and to promote newly emerging production departments in 
addition to adjusting the structures of production departments. Along with 
scientific and technological development, brand new products and work 
processes are constantly emerging, and it would be quite difficult to cope 
with this situation through the transformation of existing euterprises. 
According to the situation in the Soviet Union, electric power, modern 
chemistry, electronics and the motor vehicle industry are still quite back- 
ward in both the scope of production and the level of technology. In metal- 
lurgy and machine building, however, the production departments have attained 
quite a high level and broad scope. This consideration decided the ratio 
between construction of the new and transformation of the old in different 
departments. For example, in 1977, the portion used on new construction 
amounted to 31 percent of the total capital construction investment; the 
portion used on the electric power departments was 66 percent; and the 
portion for ferrous metallurgic departments was only 18 percent. Further- 
more, new construction calls for readjusting the distribution of productive 
forces. In the case of the Soviet Union, along with the gradually diminishing 
natural resources in the economic center in the west, the distribution of 
productive forces is now continuously extending eastward. To exploit and 
utilize the natural resources in the east, it is forced to build or to 
expand new enterprises and vrojects in these areas. Therefore, there should 
be different ratios between new construction and transformation in different 
areas. For instance, in the Ukraine, about 95 per¢ nt of the investments 
was used in transforming the existing enterprises, and in Leningrad, 
Moscow and Sverdlovsk regions in the Russian Federation, the proportion 

was more than 80 percent, whi in the Siberian regions of the Far East, 

it was only about 50 percent. The role played by the technical trans- 
formation of the existing enterprises--which is different from that played 
by new construction--is to raise the technical level and the utilization 
rate of fixed assets in the existing enterprises and to make full use of 
their potentials. In the Soviet Union, the technical backwardness of 
existing enterprises was the main cause of the reduced speed in the rise 

of labor productivity and the poor returns from the use of funds. There- 
fore, compared with the construction of new enterprises, the transformation 
of existing enterprises should be a more urgent task in the entire industrial 
development. 
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(2) 


Because of the policy of over-stressing new construction and overlooking 
transformation, the time required for the replacement of fixed assets in 
Soviet enterprises is very long, while the rate of depreciation, particularly 
for the purpose of equipment replacement, is very low. This is another 
important cause of Soviet technical backwardness. According to Soviet 
official sources, up to the early 1960's, the averag¢ depreciation period 
for all Soviet industrial fixed assets is 33 years. Such a long period 
naturally does not suit the development of modern industry, and cannot 
guarantee the timely replacement of old equipment and the acquirement 

of benefits from scientific and technological progress. It is also diffi- 
cult for the adoption of modern process and the principles of advanced 
production and labor organizations. Along with the continued shortage of 
labor power in the Soviet Union, the increase of ».oduction mainly depends 
on higher labor productivity, but the use of backward equipment is a 
serious handicap to the rise of labor productivity. Therefore, along with 
the transition of the Soviet economy to intensification, it has become 
increasingly necessary to raise the depreciation rate and to speed up the 
relacement of old equipment. 


Since the early 1960's, the Soviet Union has considered the readjustment 
of its depreciation policy. In 1963, the average depreciation period for 
all industrial productive fixed assets was shortened from 33 years, begin- 
ning with 1962, to 25 years, and the depreciation rate (including the two 
major components of replacement and overhaul) was raised, effective in 
1962, from 5.9 to 7.4 percent. In 1975, the average depreciation period 
for industrial productive fixed assets was further reduced from 25 to 

21 vears, and the depreciation rate was raised from 7.4 to 7.7 percent, with 
4,7 percent apportioned to the replacement of equipment and 3 percent for 
overhauls. However, even the present raised depreciation rate is lower 
than that of the capitalist countries and far from able to meet the needs 
for the use of modern production equipment. 


It should be pointed out that the rise in the rate of depreciation provides 
only a financial premise for speeding up the replacement of fixed assets, 
but does not mean the speeding up of such replacement. The important 
question is whether the state has sufficient new equipment to fully meet 


the requirements. According to the calculation of the Soviet economists, 
despite the broad scope of machine building in the Soviet Union, its 
productive capacity stili cannot supply enough replacement machines in 
view of the very large number waiting to be replaced. Here, besides the 
discrepancy between the increased production and increased consumption, 
the irrational distribution of equipment further adds to the difficulties 
of replacement. Because of the bias toward new construction, new equip- 
ment always goes to the newly constructed units and there is no assurance 
that transformation of the existing enterprises can ever take place. 
According to statistics available, more than two-thirds of the products 
of the Soviet macnine building industry are used for the newly constructed 


and newly expanded units and for export, with less than one-third left for 
replacement. +” 
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The shortage of new equipment and the priority of new construction in its 
use account for the very low withdrawal rate of Soviet fixed assets. Up 
to the early 1970's, the withdrawal rate of machinery equipment in the 
Soviet industry (based on the ratio between the value of withdrawn fixed 
assets and the total value of fixed assets in use by the yearyend) was 
only 2,1 percent. It was raised to only 2.4 percent in 1977. At the 
same time, it must be noted that part of the withdrawn items were not 
actually discarded, but put to other uses. For example, in the early 
1970's, only about one-half of the withdrawn lathes from the main produc- 
tion departments were actually written off, while the remaining half were 
trangferred to other departments of the national economy for continued 


use, Speakiny of the Soviet national economy as a whole, up to now, no 
serious consideracion has been given to the element of wear and tear in 
the use of fixed assets. ‘Use whatever can be used" is still the basic 


principle for the control of fixed assets in the Soviet Union, 


Because of the firm adherence to the principle of "use whatever can be 

used" over a long period of time in the Soviet Union, the lack of competi- 
tion among the enterprises is also an important factor, apart from the 

factor of shortage of supply for the demand. From the standpoint of ideology 
and understanding, Soviet theorists have been for a long time inclined to 
interpret wear and tear as only a waste in capitalist business and have 

not correctly assessed their active significance in promoting scientific 

and technological progress. As a result, they over-estimated the active 
significance of prolonging the service life of equipment and under-estimated 
the passive significance of handicaps to technological progress. 





Furthermore, while modern science and technology are vigorously developing, 
an outstanding defect in excessively prolonging the use of outdated and 
low-grade equipment is the exaggerated scope of overhauls and the expansion 
of the work involved, which have brought immense losses to the national 
economy. In the Soviet Union, because of the amount of work and funds 
required, overhauls call for the continual increase of manpower and material 
resources. For example, in the 12 years from 1965 to 1977, appropriations 
for overhauls in the Soviet Union were increased from 9.6 billion to 24.3 
billion rubles, an increase of 1.53 times, while,the industrial investment 
during the same period was increased 1.08 times. At present, more than 
one-half of the total industrial investment, or about one-third more than 
the total investment on machine building and metal processing in the Soviet 
Union is being used in overhauls. The number of metal cutters used in 
overhauls represents about one-third of the total number of all cutters, 
and the number of workers engaged in overhauls amounts to about one-fifth 
of the total industrial productive personnel. In fact, the overhauls 
undertaken by the various departments and enterprises, considering the 
amount of financial and material resources and manpower required, can be 
called the second largest and a special machinery manufacturing trade in 
the Soviet Union. Yet the products of this trade are by no means new 
equipment suitable for modernization, but are only low-efficiency equip- 
ment which cannot meet the requirements of the present age. Since 
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verhaul rei ) in all trades and professions, and there are 


many different ) ‘cjuipment to be overhauled with varying scopes, 
le is difft | organize centralized production, Therefore, the over- 
whelming majot f oN iuls are being carried out plecemeal. As a 
result, the ' on rate of the equipment is low, the proportion of 
manual la equi irge, the production cost is high and the produc- 
tivity is much less than that of the basic production units. According to 
the estimates oviet lars, each lathe undergoes four to five over- 
hauls durine it: service iife, and the expense involved doubles what is 
required for t rodu 0 of similar new equipment. If the speed for 
equipment replacement increased; if the number of these Low-grade 
overhauls is reduced along with the reduction of work; and if half of the 
funds required yverhaul is Invested in the manufacture of machinery, 
then the producti ipac.ty of that department will be raised by two- 
thirds. his wi lt iri make it possible to produce more n6y equipment 
to be used as cement tor the old and backward equipment. 
In recent years, ders and economists have frequently proposed 
the change of! ial method of stressing overhauls and neglecting 
equipment repla ent. ie 25ch CPSU Congress proposed "that the technical 
level of the pr ) rk process and equipment should be quickly raised; 
that tI itdat and machine assemblies should be quickly replaced 
and m ized; egulations should be set up and gradually enforced 
for | luct equipment by shortening the depreciation period, 
restricting S w-efficiency overhauls, and increasing the portion 
of retained dep: Lat runds to be.used for replacing any equipment that 
has depreciated from ir and tear.’ While raising the depreciation 
rate of fixed ts, viet Union also reduced the depreciation funds 
to ised o1 rha . For example, the depreciation rate of all the 
fixed assets was ra n 7.4 percent in 1965 to 7.7 percent in 1977, 
while the dep: it for overhauls was reduced from 3.4 percent in 
1965 1 perc | According to the Long-range Soviet plans for 
lentit ind tex | development, the average service life of 
equipme: t 10-15 years be shortened from the present 
25 yea ) further shortened to 13 years. Therefore, 
the withdrawal 1 r will be raised from the present 2.4 percent 
_—, 7 if e/ 

Howe, L the ‘placement period for fixed assets in 

y i uite a complex problem. While on the one 
hand, gical progress demands an earlier replacement 
of the re nt ilities, economic conditions, on the other 
hand, t : replacement speed. Here the key lies in the 
possibili ily etficient and yet low-cost equipment 
which can qui elf and yet does not appreciably increase the 

in be seen that the reduction of the depreci- 

ati miy by state financial and equipment 
res | f production techniques. Here are the 


the rational reduction of the period 








of utliization of equipment: ‘The ratio between the withdrawal rate and the 
commissioning rate of equipment and the ratio between the rise of equip- 
ment value and the rise of the equipment's productivity. However, the 
problem of the Soviet Union is that the rise of the equipment's producti- 
victy is too much behind the rise of its value. In other words, the rate 
of unttary function (productivity) of the new equipment costs more than 
what is required for the existing equipment. For example, some new exca- 
vator is used in the coal industry in the Soviet Union, and its efficiency 
is 40-50 percent higher than that of an old one. However, the cost of the 
new one is two to four times that of the old one. The higher cost of new 
equipment has become a serious handicap to the replacement of fixed assets 
in the Soviet Union. 


To resolve this contradiction, the Soviet economists feel the need to adopt 
suitable technical and organizational measures during the designing stage. 
At present, the Soviet Union is studying and popularizing some designing 
principles which will facilitate the technical transformation of equipment, 
such as "measurement alignment" and "block building" structures of equip- 
ment. A machine designed according to these principles can be technically 
remodeled to suit new demands by replacing or altering some accessory or 
spare parts, and there will be no need to abandon the basic structure. 
Thus, remodeling can substitute for replacement, and the loss resulting 
from the raised withdrawal rate can be greatly reduced. 


From the above, we can see that the Soviet Union is now in the process of 
speeding up the replacement of equipment by comprehensively readjusting 
its depreciation policy. This is how the Soviet Union is trying to over- 
come its technological backwardness and to raise its productivity in order 
that its entire production organism can meet the demands of modern produc- 
tion. This is an important forward step in its transition to intensifica- 
tion. However, because of the restrictions by the actual economic and 
technical conditions, the progress is slow and new problems and new contra- 
dictions are constantly emerging. How to work out a rational depreciation 
policy according to the actual economic and technical conditions still 
remains an unsolved problem. 


(3) 


The slow technical transformation and equipment replacement in Soviet 
enterprises are not only attributed to defects in its policies of invest- 
ment and depreciation, but also to its irrational methods of management of 
fixed assets. 


According to the Soviet traditional system of management, the enterprises 
and all the production facilities are state property. As the owner, the 
state provides the production facilities to the enterprises for the purpose 
of production, and the enterprises can only use them, but not dispose of 
them. Before the enforcement of the New Economic System, the Soviet enter- 
prises were not only unable to sell, to transfer to others, or to write 
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off any property in their custody, but were also required to remit the 
depreciation fund, including a very large portion of the overhaul fund, to 
the state treasury or to the higher authorities for centralized use. The 
enterprises have no power of control over these funds. According to their 
traditional methods, the equipment for production no matter how old must 

be repaired and maintained; it must not be dismantled without authority. 

It even stipulated that the purpose of any repair job was only to restore 
the equipment's original structure and no change whatsoever was permitted. 
The use of the repair fund for other purposes was also forbidden. All 
these regulations precluded the possibility for the enterprises to organize 
any technical transformation and innovation on their own initiative. Thus, 
without the required directives or allocation of funds from the state or 
the higher authorities, the enterprises could only continue to use their 
old techniques year after year. 


The traditional Soviet methods of management restricted not only the 
initiative in organizing technical transformation, but also any attempt to 
raise the technological level. Thus the enterprises were contented with 
the use of old equipment for producing old products, because the older the 
techniques and products, the more familiar would the enterprises be with 
them and the more confident they became of fulfilling their tasks. On the 
other hand, if they took the initiative of carrying out innovation, the 
manpower and material and financial resources involved might affect the 
fulfillment of their main tasks. Furthermore, should their productive 
capacity be raised, the higher authorities might set higher targets for 
them. To change this situation, the Soviet Union has since the 1960's, 
particularly since 1965, introduced the "New Economic System" and carried 
out a series of reforms on the methods of fixed asset management. 


First, the New Economic System included the change of methods of state 
appropriations to enterprises, whereby the enterprises were not required to 
repay them, into a system of "payment for the use of capital funds." The 
enterprises were thus required to pay to the state treasury for the use 

of fixed assets at a certain rate (generally 6 percent for the use of 
capital funds for productive purpose) determined by the higher authorities. 
In the past, when not required to repay the appropriated funds, the enter- 
prises usually applied to the higher authorities for as much as possible-- 
either money or equipment--in order to build up a reserve, and gave no 
thought to whether the funds and equipment thus obtained could be fully 
utilized. After the introduction of the system of payment for the use of 
capital funds, the enterprises concerned have to consider whether the funds 
and equipment to be used can really produce the desired effects, and they 
can take the initiative of disposing of the low-efficiency or useless 
equipment in order to reduce their payment for the use of capital funds. 
This not only induces the enterprises to make full use of their equipment 
but also objectively encourages them to carry out technical transformation 
as a means of increasing the efficiency rate of their equipment. 





By paying for the use of capital funds, the enterprises can acquire more 
power to dispose of and to control the assets in their custody. The Soviet 
Ministers Meeting in October 1965 approved the "Regulations for Socialist 
State-Kun Production Enterprises" which stipulated that "the unused and 
surplus equipment, the means of transportation, instruments and so forth 

can be sold to other enterprises or organizations, provided the higher 
authorities have refused to redistribute surplus materials, and provided 

no reply is received from the higher authorities within a month after the 
{ssue of notice on the surplus materials"; that "the houses and other 
bullding structures assigned to the enterprises and temporarily not being 
used can be rented to other enterprises or organizations at the current local 
rate"; that "the enterprises can rent their temporarily unused equipment 

and means of transportation to other enterprises or organizations"; ana that 
"the enterprises have the authority to delete from their liability lists 
such equipment, means of transportation, appliances and tools as are unfit 
for use because of wear and tear, provided it is economically unwise to 
repair these items and impossible to sell them," 


As for overhauls and the depreciation funds for fixed assets, the former 
practice of returning to the state the major portion of these funds has 
also been changed, and the enterprises are now allowed to retain a greater 
portion of them. On 4 October 1965, the CPSU Central Committee and the 
Soviet Ministers Meeting passed a "Resolution on Improving the Work of 
Planning and Providing Greater Economic Incentives to Industrial Produc- 
tion" which stipulated that 30-50 percent of the depreciation fund for 
replacing fixed assets will be retained and controlled by the enterprises 
concerned; and that 90 percent of the depreciation fund for overhauls will 
be retained and controlled by the enterprise concerned. At the same time, 
the former regulation for the repair fund to be used exclusively for repair 
was so changed that it can be used by the enterprises for "modernizing 
fixed assets, purchasing the components or parts required for overhauls, 
and purchasing and installing new equipment to replace the old one for 
which overhaul is economically inadvisable." 


To promote the technical renovation and equipment replacement by the enter- 
prises, the New System further stipulated the setting up of funds for the 
enterprises to develop production. The sources of these funds were: the 
portion of profit retained, the portion of depreciation funds retained; 

and the proceeds from the sales and disposal of fixed assets by the enter- 
prises. It further stipulated that this fund should be used as investment 
on the “adoption of new techniques, mechanization, automation and moderni- 
zation of equipment, replacement of fixed assets, and improvement of 
production and labor organizations and on other measures such as the trial 
production of new products, raising labor productivity, lowering p.oduction 
costs, improving product quality, and increasing profits."’ At the same time, 
it was stipulated that the enterprises enforcing the New Economy System and 
having set up the production development fund will generally receive no 
further state appropriation, and these enterprises will have to depend on 
their own funds for developing production. In case their own funds are 
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not enough, they can ask for bank loans. As an encouragement to the 
enterprises to use their own funds and bank loans for transformation and 
construction, it was also stipulated that these enterprises will be exempt 
from payment tor the use of capital funds for 3 years. In addition, the 
enterprises will have greater power of decision on matters relating to 
production and technical and financial management. 


All the above reforms have to a certain extent improved conditions for the 
enterprises to manage their fixed assets and to conduct technical trans- 
formation and equipment replacement. All these measures undoubtedly suited 
the development of production and produce good effects in helping the enter- 
prises overcome their technical backwardness. However, it must also be 
pointed out that the enterprises’ production assignments, the orientation 

of their production development, the variety of products, the selling 
prices, the relationship between supply and demand, the wage funds and so 
forth are still being determined by the higher authorities. Since the 
conditions of equipment for production and the amount of assets in use are 
the basis for planning by the enterprises, the fulfillment of the plans is 
still the main criterion for rewarding the enterprises. Under these condi- 
tions, the enterprises would prefer the use of old equipment to produce 

old products, because they are familiar with the old equipment and old 
products and can therefore more easily fulfill the assignments. On the 
other hand, if they carry out innovation on their own initiative, it wiil 
bring them additional burden and affect the fulfillment of their task. 
Furtherwore, this may induce the state to set even higher targets for them. 
After all, the ‘innovation does not pay" mentality remains unchanged among 
the enterprises. To resolve these contradictions, departments and enter- 
prises in the Soviet Union have universally set up "funds for mastering new 
techniques" or "funds for developing science and technology" in addition to 
the funds for developing production. These funds are charged to the produc- 
tion cost funds or appropriated from the benefits resulting from the improved 
techniques, and are specially intended as compensation for the extra outlay 
incurred in adopting new techniques. Furthermore, to encourage the enter- 
prises to carry out innovations, a "reward fund for new technology" has also 
been set up. This fund comes from the benefits as a result of the innovation 
and is used for rewarding the personnel who have carried out the innovation. 
These compensations and rewards did give a certain impetus to innovation 
among the enterprises. Yet, at most, this is only an external stimulus, 

and cannot be an innate motive for the enterprises to carry out technical 
innovation on their own initiative. 


After all, the Soviet Union has adopted a series of measures for improving 
the method of fixed asset management and promoting technical trarsformation 
among the enterprises. These measures were mostly introduced in the light 

of the defects of the traditional Soviet policies of construction and methods 
of management, and have definitely played their role in promoting technical 
transformation and eliminating their technical backwardness. Along with 

the acceleration of technical transformation and equipment replacement among 
the enterprises, the mechanization and automation of Soviet industrial 
production have also gathered momentum. For example, in the cotton textile 
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industry, the proportion of automatic spindles in che number of all spindles 
rose from 46.9 percent in 1970 to 73.1 percent in 1975. In the coal industry, 
the mechanization of coal mining also increased from 19 percent in 1965 to 
85 percent in 1975, The number of completely mechanized work sections, 
workshops and production units in the getire industry was also increased 
from 24,000 in 1965 to 80,000 in 1977. Of the total number of lathes in 
the country, 57 percent had a service life of less than 10 years in 1976. 
The amount of forging equipment with the same length of service life was 

55 percent in the same year. In these respects, the Soviet Union has even 
surpassed certain highly developed capitalist countries. However, as 
pointed out before, the Soviet method of fixed asset management is still 

far from perfection, particularly because the present system and methods 

of management are inadequate for fully mobilizing the enterprises in 
conducting technical innovation and in promptly adopting advanced scientific 
and technological methods, and in encouraging activism and initiative 

for the improvement of production facilities. 
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GENERAL ECONOMIC INFORMATION 


BO YIBO DISCUSSES TRADE, TECHNOLOGY WITH FRG 
Hamburg DER SPIEGEL in German 31 Mar 80 pp 127-129 
[Article: "China Wants To | | From Germans") 


[Text] In a1 1/2-hour interview PRC Deputy Prime 
Minister Bo Yibo outlined his views on future develop- 
ments in German-Chinese relations to DER SPIEGEL: 

Peking is hoping for more aid and more credits from 

the FRG. In line with a rule introduced by Mao applying 
to top functionaries, the essential portions of the 
interview appear in indirect speech below at Bo Yibo's 
request. 





Bo ‘’ibo commenting on China's plans of becoming a modern industrial nation 
by the year 2000: 


China is now in the midst of the campaign or program of the "four moderniza- 
tions" (of agriculture, industry, science and research and armament). 

This program is tied to a new policy of the "open door," which is an ex- 
pression of China's desire for help from the developed nations. For this 
reason China has established relations with friendly nations--to Japan, 

to the United States, to the FRG. 


On dealing with western and Japanese business firms: 


In the first 28 years since its foundation the PRC did not have much con- 
tact and, as a result, had little experience in dealing with western 
countries. It was not until the 1970's that contacts to the West were 
established and that western know-how was imported, particularly in 1977 
and 1978. 


One example is the Bao Shan steel mill in Shanghai, the largest plant im- 
ported from abroad, in this case from Japan. The PRC has also imported 
technology from the United States. In this field the PRC is still lacking 
in experience and know-how and therefore needs the help and support of 
friendly countries. Although China is a very poor country, it wishes to 
pay a reasonable, fair price for its imports. 
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On the Japanese steel mill Bao Shan: 


Lack of know-how and experience proved costly to China during the first 
phase of the project. But, important lessons have been learned and the 
Japanese friends have been asked to provide help and advice so that work 
can proceed apace. But this goal was not reached; at which point the 
Japanese exercised self-criticism. The second phase of the project called 
for importing a rolling mill. In compliance with international practice, 
China has now asked for bids from several foreign firms, including some 

in the FRG. 


This procedure has proven satisfactory. The West German bids particularly 
were very favorable which is why China concluded the deal with the Germans. 
This example shows that relations between China and the FRG are good and 
that they have a future. Peking is very much interested in contacts with 
the F°G; West German technology has proved to be very much up-to-date 

anc ‘.e quality of West German products is first-rate. 


China accepts the fact that West German firms must make a profit. Since 
the bids submitted by West German firms have been relatively reasonable, 
China intends to keep on dealing with them and hopes for technology and 

for investments from the FRG. 


On whether China can benefit from western experiences and adapt them to 
her own industrialization program: 


In modernization, China must follow the Chinese course, but it can learn 
from the West in the process and of course also from the FRG. China is 
interested in benefitting from West German experiences in modernizing and 
rebuilding its industries after World War II. For this purpose, China has 
sent a number of delegations to the FRG who submitted lengthy reports 

upon their return proposing that lessons be drawn from the German experi- 
ence. One of the things the Chinese also want to learn is how factories 
in the FRG are run. 


Of course, foreign experiences must be adapted to Chinese conditions and 
put to use accordingly. These studies have shown that only the West German 
and American experiences are of interest to China; the Japanese experi- 
ence cannot be transferred to Chinese conditions. 


On whether Germany should deliver complete installations in the main: 
The primary objective is to remodel existing plants. Throughout China 


some 350,000 plants must be modernized. New equipment is more important 
than new facilities. 


West German experiences in developing the economy since World War II have 
been analyzed carefully. Bo Yibo himself has studied the detailed reports 
submitted by the Chinese delegations that visited the FRG. From these he 
gathered that many plants, particularly those engaged in machine building, 





were still quite backward in 1945; their production equipment went back 
to the 30's and in some cases even to the 1920's. 


But, starting with this situation, the FRG has raised these industrial 
plants to their present high level. This is the example to follow and in 
following it China hopes for the help and support of West German firms. 
If the German firms are prepared to do this, China will not hesitate to 
pay a high price for it. 


On the forms of German-Chinese economic cooperation: 


It makes no difference what methods are applied; that can be resolved 
through discussicn. The Germans could supply installations; there could 
be joint German-Chinese undertakings; the FRG could also send experts or 
advisers. ‘The important thing is that whatever deals are made are trans- 
acted reasonably and correctly. China considers all countries which pro- 
vide aid based on these principles as friendly countries. The FRG now 
belongs to this group of countries because it honors these principles. 
Three types of cooperation are possible: trade on the basis of credit, 
barter transactions or joint undertakings. 


There already is a law governing joint investment by Chinese-foreign busi- 
nesses. But, as cooperation develops, other methods could certainly be 
found and tested. 


On whether China expects large-scale credits in the billions from the FRG: 


Since China's own means are limited, there is a need for credits from 
abroad. On his visit to Germany, party chairman Hua spoke to members of 
the FRG government about financial aid. An unfavorable trade balance can- 
not affect trade between the two countries; but Beijing will make every 
effort to reduce the deficit. There are great prospects, for instance, 

in nonferrous metal deliveries. 


On experiences with the German-built steel mill at Wuhan: 


These experiences are past history; they will not affect future cooperation 
adversely. The installation produced in the FRG is first-rate. The German 
engineers and technicians at Wuhan showed a sense of responsibility; it 

is up to the Chinese to draw the proper lessons from the Wuhan experience. 
At that time, political conditions in China were unstable; the prerequisites 
for setting up a steel mill were lacking; there was a shortage of power 

and of water. Since China had imported a large installation such as this 
without providing for the necessary prerequisites, it had come to harm. 


On whether China intends to import consumer goods from Germany: 


Sufficient means are not yet available to be able to import consumer goods 
in large quantity. 
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On whether the Soviet incursion into Afghanistan has altered economic 
plans and will lead to a greater increase in armaments than heretofore: 


The Chinese modernization program includes modernization of national 
defense; but the Soviet incursion into Afghanistan does not have any bearing 
on China's economic plans. Arms production is an important element in 

the modernization of national defense, but will not be increased because 

of the Soviet incursion. 


On whether the Chinese armament industry is interested in entering into 
cooperative arrangements with firms in the FRG: 


That is for the army to decide. If the FRG places technology and equip- 


ment of this kind at the PRC's disposal, the army, he believes, will not 
say no. 


9478 
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GENERAL ECONOMIC INFORMATION 


BRIEFS 


CHEMICAL °\ODUCTION INCREASE--Peking, 4 Apr XINHUA-KYODO--China's chemi- 
cal proe we fon rose by more than 12 per cent in the first quarter of 
this year, compared with the same period of last year. At the same time, 
qualit: {! proved and production costs sharply reduced. Compared with 
the coi «sponding period in 1979, the output of chemical fertilizers 
increased 25.2 per cent, phosphate fertilizer by 23.2 per cent and soda 
ash, which previously had been in short supply, increased by 14.5 per 
cent. Caustic soda, sulfuric acid, rubber, plastics, rubber tires and 
paint increased more than 9 per cent. In cutting costs, small ferti- 
lizer plants throughout the country reduced the consumption of coal and 
electricity for each ton of synthetic ammonia by 14.9 per cent and 9.1 
per cent, respectively, in the first two months compared with the same 
period last year. [Text] [Tokyo KYODO in English no time given 4 Apr 80 OW] 





GUANGXI CHEMICAL INDUSTRY--By the end of February 1980, the chemical 
industrial front in Guangxi produced 55 million tons of caustic soda, 
an increase of 23.9 percent over the corresponding period of 1979. 

[Nanning Guangxi Regional Service in Mandarin 1130 GMT 19 Mar 80 HK] 


SHANGHAI INDUSTRIAL Ol'TPUT--Shanghai, 6 Apr--Shanghai's first quarter 
industrial output value rose by 8.6 percent over the same period of 
1979. This was achteved despite a reduction in energy supply, which 
was in contrast to Shanghai's past pattern of energy consumption. From 
1953 to 1977, Shanghai's energy consumption rose 0.95 percent for each 
percentage of industrial growth. Shanghai's remarkable achievement this 
year has been attributed to scientific management and the adoption of 
modern technology in energy utilization. [0W111031 Beijing XINHUA 
Domestic Service in Chinese 0806 GMT 6 Apr 80 OW] 
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FUELS AND POWER 


CHINA LOOKS TO NUCLEAR POWER FOR EWERGY 
Paris LE MONIE in French 27 Mar 80 p 30 


Article by Alain Jacob: "PRC Will Henceforth Base Its Energy Policy on 
velopment of Nuclear Power"/ 


[fext] Peking--Must the PRC henceforth resort to nuclear power? Within the 
course of a year, contradictory answers have been given to this question in 
Peking. In November 1978 during conversations with Minister of Foreign 
Trade Deniau, Vice Premier Deng Xiaoping himself announced that the PRC in- 
tended to acquire two nuclear power plants, each having an output of 900 
megawatts, and that they were to be constructed by FRAMATOME /Franco-Ameri- 
can Atomic Construction Company/. 


A few months later, this project was “postponed” if not canceled. In any 
case, a change had occurred in the country's energy policy, since the fol- 
lowing 19 May Minister of Power Industry Liu Lanbo wrote in the PEOPLE'S 
DAILY that China intended to increase the number of its hydroelectric power 
plants and to develop the output of its thermal power plants “by depending 
mainly on its coal resources and not on oil or uraniun.” 


The Importance of Coal 


This choice has just been changed once again, if we can believe the speeches 
given at the end of February during a seminar of the Chinese Nuclear Physics 
Society in the presence of two vice premiers, Fang Yi and Wang Zhen. In 
fact, all the participants asserted that China must not delay in undertaking 
the construction of nuclear power plants, since those plants are considered 
essential to the country’s increasing energy needs. It is not just a ques- 
tion of academic discussion. On 13 March, the Japanese newspaper, ASAHI, 
published statements made by Cao Benxi, a representative of the 2d Ministry 
of Machine Building (responsible for the implementation of atomic energy), 
announcing that plans for the first Chinese nuclear power plant were “almost 
completed.” "This plant,” he stated, “will be built within 3 to 5 years not 
far from Shanghai. With an output of 300 megawatts, it is to use a pressur- 
izved-water reactor. Other plans,” Cao Benxi added, "are being engineered 
for the construction of less powerful power plants (100 to 200 megawatts), 
operating with heavy water." (LE MONDE of 14 March) 
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All decisions have not yet been made and probably will net be made until the 
completion of the next 5-year plan still under study; in fact, these are 
long-term projects which might be presented during the party's 12th congress 
at the end of the year, It appears that differences of opinion are still 
dividing the leaders on certain aspects of the energy policy. Again on 

20 March, the PEOPLE'S DAILY repeated that for the next few years coal was 
to be the principal source of energy. The newspaper won not excluding the 
development of other sources of energy--including nuciear--but insisted that 
priority be given over the short term to improvement in the yield of coal 
mines, In plain language, that would mean an increase in investments in the 
coal industiy in the immediate future to the detriment of other energy sec- 
tors, 


Thus, if discussion continues with emphasis on certain options and, partic- 
ularly, on the financial aspect, several points appear to be definitely es- 
tablished, 


First, the nuclear solution seems to be ar appropriate means for solving the 
problem in view of the unequal distribution of energy sources. In fact, al- 
though abundant in the North, coal is scarce or of mediocre quality in the 
South and Southeast where an abundance of manpower would justify more inten- 
sive industrialization. 


Discussions have been going on for many years as to whether it is better to 
transport coal from the North to the South or to develop low-yield mines in 
the southern part of the country. Recourse to nuclear power offers a new 
solution, one which would eventually make it possible to satisfy the needs 
of large industrial consumers, particularly with regard to the processing of 
nonferrous metals. 


Counting on Its Own Efforts 


Meanwhile, a choice must be made, for other energy sources available to 
southern China are still only partially exploited: foremost, hydroelectric 
power from streams which generally have a moderate slope but ample flow; 
also thermal, for Szechwan Province has substantial reserves of natural gas 
of which only limited use has been made up to now. 


Second, above all, China wants to “rely on its own efforts" to achieve a 
nuclear energy sector commensurate with its needs. This was stated very 
clearly during the seminar held at the end of February in which various 
speakers emphasized that the construction of nuclear power plants was quite 
within the range of contemporary Chinese science and technology. The only 
wish which was expressed was that the military and civilian aspects of re- 
search might be “integrated"--which speaks loudly of the privileges of which 
the armed-forces laboratories have benefited up to now. 
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The project of the 300-megawatt power plant in the vicinity of Shanghai is 
an example of thie desire for autonomy. In the case of more powerful units 
designed to satisfy the practical needs of the Chinese economy, foreign ob- 
servers generally conclude that recourse to foreign technologies is inevita- 
ble if the Chinese want to gain time, To whom will they turn? France, it 
would seem, on the basis of promises it received more than a year ago; but 
France can only offer procedures depending--at least until 1982--on American 
licenses, But relations between Peking and Washington are now diplomatically 
normalized, and scientific, technological and commercial exchanges between 
the two countries are in full swing. Under these conditions, why would China 
not appeal directly to the United States? Theoretically, foreign suppliers 
will be considered on a competitive basis. Assuming the commercial aspect 

to be the same, they will be selected on the basis of political criteria. 


A Proper Technique 


Third, China is not giving serious consideration to environmental and pollu- 
tion problems posed by the presence of nuclear power plants. According to 
Jiang Shengjie, vice minister of the 2d ministry of machiue building (respon- 
sible for the utilization of nuclear energy), "nuclear power is the most 
proper energy source." Arguing from information furnished, he says, by the 
American Environmental Protection Agency, Jiang Shengjie maintains that "ra- 
dioactive effects from a nuclear power plant are negligeable."” The PEOPLE'S 
DAILY, in turn, believes that the Three Mile Island accident, despite "some 
unfortunate psychological repercussions,” provided definite proof of the ef- 
fectiveness of the safety systems. 


Although the Chinese leaders are still wondering about the type of reactors 
with which to equip their future nuclear power plants, it is to be noted 
only that, up to now, they do not seem to have contemplated the construction 
of superregenerators whose polluting effect is still more unreliable. On 
the other hand, the PEOPLE'S DAILY is explicit on the economic aspect: al- 
though construction costs are high, the power produced by a nuclear power 
plant costs one-quarter less than that produced by a power plant operating 
on coal and 50 percent less than that produced by a power plant burning oil. 
Lastly, the same newspaper observes, nuclear energy is destined to play a 
"leading role" in the world. Is it not foreseen that by the end of the cen- 
tury it will be supplying 25 percent of United States’ needs? 


China is relatively rich in uranium, and this factor certainly plays a de- 
cisive role in its options. However, not less important is its concern 
about being--tomorrow if not today--in possession of techniques comparable 
to those of the most developed countries. Even if it entails sharing con- 
cerns relative to safety and environment which those countries are already 
foreseeing but which China, intent on modernization, chooses to ignore. In 
this respect, surprises could be in store considering the often superficial 
way in which safety regulations are applied in our own industrial installa- 
tions, once China has a large-scale nuclear sector in operation. 
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hi kis AND POWER 


HON KONG PERM ASKED TO SET UP OTL RECYCLING PLANTS 
Hone kong SOUTH CHINA MORNING POST in English 30 Mar 80 p l 
{Report bv Neji] Perera/ 


[Text] Hongkong's AmPac Oil Company is aiming to set up two 
re-cycling plar ts in Canton and Shanghai to convert waste oil 
into high-grade kerosene, diesel and o'her lubricating oils. 

Chinese authorities have invited AmPac president James 
Coe to Peking to elaborate on the proposals. He leaves on 
Tuesday week. . 

During his stay, Mr Coe will also have talks on a possible 
liquefaction = to convert previously unused petroleum 
gases into fuel. 

Each re-cycling plant is expected to cost about $50 million 
and to turn out 20,000 barrels —- nearly seven million gallons 
— of production oil every day. 

AmPac has engaged America's Refinol Corporation — 
experts in the re-cycling business — to design and build the 
two plants. 

o he AmPac venture will be the first recycling plant in 
ina. 

The Hongkong company is being lured to China by that 
country's huge oi! reserves. Estimates are that it has more 
than 100 billion barrels on land and offshore. 

“Why t.o¢ is everyone clamouring to do business with 
China?” asked Mr Coe. 

He said that so far most outside countries have only shown 
interest in offshore drilling. 

“Until about 10 years ago oil was so cheap, people never 
paid any attention to waste oil,” he said. 

But as oil costs soar and start affecting people's daily 
lives, increasing attention is being paid to waste oils previous- 
ly used only as rough burning material. 

“China realises this and has consequently requested us to 
go into a joint venture with them,” Mr Coe said 

China has always had oe oil reserves but, according to 
AmPac, but it was only in 1953 that it was discovered to have 
about 2 billion barrels of crude oil in its basins. 

By 1966, that figure had been revised to up to 5 billion. 

The onshore oil basins are in such places as Xinjiang, 
Qinghai, Manchuria and Guan 

“Re-cycling plants have neither known nor mention- 
ed in China before and we are just as delighted as them about 
the prospects of this joint venture,"” Mr Coe said. 
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FUELS AND POWER 


BRIEFS 


FUJIAN HYDROELECTRIC POWER STATION--Construction of another comparatively 
larger hydroelectric power project, (Putan) hydroelectric power station, 
was put into operation on 28 March. The project was built by five hydro- 
electric power construction bureaus in Taining County. There are two 

50 ,000-kilowatt water-wheel generator units in the project with an 
installed capacity of 100,000 kilowatts. The station will generate 0.5 
billion kilowatt-hours of electricity a year. Construction of the pro- 
ject began in 1976. [Fuzhou Fujian Provincial Service in Mandarin 

1035 GMT 3 Apr 80 HK] 


HUBEI COUNTY HYDROELECTRICITY--Tongcheng County is an advanced unit in 
the construction of small hydroelectric power stations in Hubei. There 
are 152 small hydroelectric power stations in the county with an instal- 
led capacity of 55,000 kilowatts. In order to give full play to the 
effects of the small hydroelectric power stations, these stations have 
adopted unified management on generating, supplying and consuming elec- 
tricity. The county has set up an electricity management group to 
scientifically manage the small hydroelectric power stations, so as to 
achieve planned generation, supply and consumption of electricity. As a 
result, they have fully mobilized the activism of the communes and bri- 
gades to run and manage electricity. At present, the rate of waste in 
electricity supply has reduced to 15 percent, while the rate of effi- 
ciency of the equipment is 95 percent. [Wuhan Hubei Provincial Service 
in Mandarin 1100 GMT 2 Apr 80 HK) 


NEW GUANGDONG PETROLEUM PIPELINE--The first pipeline in southern China 
that can deliver several types of crude oil between Zhanjiang and Maoming 
was recently completed. The completion of the new pipeline is of very 
important significance for building Maoming into a petroleum exporting 
base, reducing the burden on the state's railway transport and speeding 
up the development of the petrochemical industry in Guangdong. The new 
pipeline is 529 mm in diameter and is 115 km long. Trial operation of 
the new pipeline shows that crude oil takes 20 hours and 20 minutes to 
flow from Zhanjiang to Maoming. According to preliminary calculations, 
the cost for transporting a ton of oil through the new pipeline is 3 yuan 
less than transporting it by railway. Based on the quantity transported 
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in 1979, 13 million yuan can be saved in a year. In 4 years, the 
funds saved are enough to cover the costs that the state invested to 
build the new pipeline. Construction of the pipeline began in October 
1975. [Guangzhou Guangdong Provincial Service in Mandarin 1130 GMT 

18 Mar 80 HK] 


HUNAN INDUSTRY, COMMUNICATIONS--Since 1980, the staff and workers on the 
industry and communications front in Hunan have overcome the problem of 

a serious shortage of electricity and promoted the continuous increase of 
industrial production. In January and February, the total value of indus- 
trial output in Hunan increased by 13.1 percent over the corresponding 
period of 1979. The increase in light and textile industrial output sur- 
passed that of lieavy industry. Despite this progress industrial output in 
January and February in the province still did not meet the demands of the 
yearly plans. The increases were lower than the average level of the 
whole country. Some enterprises, particularly the machinery and No 2 
light industrial enterprises, did not have enough production tasks. 

These enterprises must integrate the planned economy with the market 
economy and give full play to the role of market readjustment and open 

up more channels of production. At present, the rainy season in our 
province has arrived earlier than usual. The hydroelectric power sta- 
tions are operating at full capacity, providing enough electricity. 

This is indeed a golden opportunity for industrial production. [Changsha 
Hunan Provincial Service in Mandarin 1100 GMT 20 Mar 80 HK] 





HUNAN HYDROELECTRIC POWER GENERATION--There was abundant rainfall during 
the New Year Day-Spring Festival. Since the end of last February, the 
flow of water into the reservoirs of all hydroelectric power generation 
stations has continued to increase and the water levels have risen 
rapidly. This has provided an excellent condition for hydroelectric 
power generation. In the first 10 days of March, Hunan's hydroelectric 
power stations had basically been able to generate hydroelectric power to 
full capacities, generating over 60 percent of the total amount of elec- 
tric power generated in Hunan. The amount of hydroelectric power gen- 
erated increased by 79 percent compared with the same period of last year, 
surpassing the highest figure since liberation. [Changsha Hunan Provin- 
cial Service in Mandarin 2315 GMT 13 Mar 80 HK] 


HUNAN ENERGY CONSERVATION--In view of the current level of our province's 
energy consumption on the industry and communications front, there are 
still very great potentials. The average consumption of standard coal 
for generating 1 kilowatt-hour of electricity in the thermal electricity 
plants throughout the country is 460 grams. However, in Hunan 589 grams 
were consumed which required an additional 750,000 tons of standard coal 
in a year, equivalent to 1.12 million tons of ordinary coal. The average 
damage rate to power transmission lines throughout the country is 9.2 
percent. In Hunan it is 13.2 percent, wasting 350 million kilowatt-hours 
of electricity in a year. It is therefore necessary to save 5 percent of 
the coal, 3 percent of the electricity, and 10 percent of the oil during 
the year and increase output by 8 percent. [Changsha Hunan Provincial 
Service in Mandarin 1100 GMT 17 Mar 80 HK] 
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JAPANESE COOPERATION IN OIL SHALE--Peking, 2 Apr KYODO--China has proposed 
to Japan a plan to jointly develop oil shale at the Maoming colliery, 
Guangdong Province, and at the Fushun coal mine, Liaoning Province, 
Japanese sources here said Tuesday. China also called for Japan's 
cooperation in a project to utilize brown coal to supply city gas to 
Shenyang City, Liaoning Province. The proposals were made by Li Kuisheng 
and Wang Xinsan, vice ministers at the Chinese Ministry of Coal Industry, 
to Shoichi Moroguchi, visiting senior managing director of the Japan- 
China Association on Economy and Trade. [Text] [Tokyo KYODO in English 

no time given 2 Apr 80 OW] 


DAGANG OILFIELD COOPERATION--Tokyo, 3 Apr KYODO--China has requested 
Japan's cooperation in developing Dagang oilfield near Peking, govern- 
ment and industry sources said Thursday. The request was made to the 
Japan National 011 Corporation for developing deeper part of China's 
third largest oilfield--3,000 to 4,000 meters below the ground, accord- 
ing to the sources. Production of the onshore field was said to be 
leveling off recently, the sources added. The corporation, planning to 
apply so-called "Bohai Bay formula" to Dagang, is expected to negotiate 
with the Chinese. Under the formula, Japan and China share almost 
equally--49 and 51 per cent, respectively--the cost of development and 
when an oilfield is discovered, 42.5 per cent of the crude oil produced 
in each oilfield will be shipped to Japan. [Text] [Tokyo KYODO in 
English no time given 3 Apr 80 OW] 


HUBEI ELECTRICITY--Since late October 1979, the electricity departments 
in Hubei have repaired and experimented on the power transmission equip- 
ment in the countryside and trained electricians. Since 1979, the 
Xiangyang Prefectural Power Bureau repaired 7,000 km of low~voltage 
transmission wires and put together teaching material on the basic infor- 
mation about the transmission lines in Xiangyang Prefecture. The bureau 
trained 4,000 electricians for the countryside. The Wuhan Electricity 
Supply Bureau has repaired and transformed 1,000 km of low-voltage trans- 
mission lines in the countryside since 1979. In Jingzhou Prefecture 
alone, seven 110,000-watt and 62 350,000-watt transformers have been 
built and extended, increasing the installed capacity by 70,000 watts 

and installing 500 km of transmission wire. [Wuhan Hubei Provincial 
Service in Mandarin 1100 GMT 20 Mar 80 HK] 


HUBEI ENERGY SAVING MEETING--Han Ningfu, secretary of the Hubei Provin- 
cial CCP Committee and provincial governor, pointed out at the recent 
on-the-spot meeting on energy management in Hubei held by the Hubei 
Industry and Communications Office, that doing a good job of energy 
management and conservation is an important content of readjusting the 
national economy. He said that there is a great difference between the 
increase of electricity and the supply of coal and oil and the planned 
increase in industry. Therefore, the energy required for the increase 
in industrial production this year must mainly rely on rational use and 
conservation. The on-the-spot meeting was held from 11 to 15 March. 
This year, the state's quotas for Hubei are to save 270 million kilowatt- 
hours of electricity, 600,000 tons of coal, 40,000 tons of coke and 
30,000 tons of fuel and reduce the consumption of oil by 30,000 tons, 
petroleum by 60,000 tons and fuel oil by 90,000 tons. These quotas 
were distributed to the various prefectures and municipalities during 
this on-the-spot meeting. [HK271239 Wuhan Hubei Provincial Service in 
Mandarin 1100 GMT 20 Mar 80 HK] 
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MINERAL RESOURCES 


BRIEFS 


SHANDONG COMMUNE GOLD PRODUCTION--Jinan, 27 Mar--A peop!e's commune on 
the Shandong Peninsula producing 11,000 ounces of gold a year has hit 

the headlines here. A hilly area of Zhaoyuan County south of the Bohai 
Bay, the Fushan commune has found rich gold deposits under the ground. 
Gold mining was started in the 1960's when the diggers used hand drills 
and a simple windlass. Annual produ tion was just a few hundred ounces. 
Mechanical equipment was later introduced to expand production. Gold out- 
put rose sharply in 1975 with a dressing plant in operation. The commune 
produced more than 9,000 ounces in 1978, but its production jumped to 
over 10,000 ounces last year. The commune has spent its income from the 
enterprise to promote its industrial and agricultural production and 
improve the peasants' livelihood. Compared with 1970, the commune's 
agricultural income was up five-fold in 1979, and the per capita income 
up by 280 percent. [Text] [0W271131 Beijing XINHUA in English 0203 GMT 
27 Mar 80 OW] 
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HEAVY INDUSTRY 


BRIEFS 


MACHINE-BUILDING EMULATION DRIVE--An emulation drive centering on in- 
creased production is developing on the machine-building industry front 
throughout China. At present, the movement is in full swing among more 
than 1,200 enterprises comprising 99 trades under the First Ministry of 
Machine-Building, the agricultural machinery system and the instruments 
and meters industry system. [0W030237 Beijing Domestic Service in 
Mandarin 2230 GMT 28 Mar 80 OW] 
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LIGHT INDUSTRY 


BRIEFS 


GUANGZHOU LIGHT INDUSTRY--A study course for leading cadres on manage- 
ment of enterprises, jointly held by the Guangzhou Municipal Light 
Industry Bureau, Jinan University and the municipal Science and Tech- 
nology Association, officially opened on 24 March. Xiao Ming, deputy 
secretary of the Guangzhou Municipal CCP Committee, made a mobilization 
speech. Each course of this type will take in 100 leading cadres. The 
duration of the course is 2 months. There will not be any labor during 
this period. The cadres will learn about industrial enterprise manage- 
ment. [Guangzhou City Service in Cantonese 0430 GMT 25 Mar 80 HK] 
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CAPITAL CONSTRUCTION 


"RENMIN RIBAO' URGES INCREASING SUPPLY OF BUILDING MATERIALS 
HK151010 Beijing RENMIN RIBAO in Chinese 3 Apr 80 p 1 HK 


[Article by RENMIN RIBAO commentator: "Provide More Building Materials 
for Housing Construction" ] 


[Text] People in the urban and rural areas have generally showed con- 
cern over the housing problem. To gradually solve the problem of a 
shortage in housing requires the efforts of all circles. It is neces- 
Sary to create the essential conditions, the most significant of which 
is the supply of building materials. One cannot make bricks without 
straw. A complete lack or shortage in the supply of building materials 
will make it very difficult to realize the promotion of housing construc- 
tion. Last year, China's urban and rural areas and industrial and min- 
ing areas built a total of more than 56 million square meters of resi- 
dential apartments, which was the highest annual figure since the estab- 
lishment of the PRC. This was directly connected with a considerable 
increase in last year's supply of building materials. It is only with 
the necessary supply of building materials and the diligent work of 
engineers, technicians and construction workers that it is possible to 
speed up housing construction. 


Last year, the building materials industry scored relatively great 
achievements in both production and capital construction; and there has 
also been a generally sustained growth in production in January and 
February this year. However, the production of building materials is 
still very far from satisfying the needs of the people in the urban and 
rural areas. The building materials industry is still a weak link in the 
national economy, in which the most outstanding example is the short 
supply of plate glass. After the smashing of the “gang of four," the 
party Central Committee and the State Council have specifically proposed: 
Just like fuel, energy, communications and transport, the building mate- 
rials industry is also a forerunner in the development of the national 
economy. The staff and workers in the building materials industry must 
continue to seriously implement the principle of readjusting, restruc- 
turing, rectifying and improving the national economy, vigorously embark 
on tapping potentials and carrying out innovation and reform and further 
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launch a movement to increase production and practice economy focusing 
on good quality, high output, great product variety and low input con- 
sumption. They must not only insure an increased production of cement, 
bricks, tiles, glass, nonmetallic ores and other kinds of products which 
are required by all departments engaged in the development o1 the 
national economy, but they must also work hard to produce building 
materials required in the rural areas and vigorously develop all kinds 
of new materials. 


Some people hold that during the period of readjustment, investments in 
capital construction have been reduced, and the contradiction between 
supply and demand for building materials has thus been eased. This kind 
of argument is not in line with the actual situation. This year, the 
number of capital construction projects has indeed been reduced. How- 
ever, they are mainly the construction of some heavy industrial projects; 
and the civil engineering expenses of those projects have amounted to 
only about 30 percent of the total investments. On the other hand, the 
pace of development in the light and textile industries has quickened and 
collectively owned enterprises have developed which in turn has led to 
the demand for an increased supply of building materials. With the 
reform in the fiscal system and the expansion in the rights of self- 
management of enterprises, the local authorities and all enterprises will 
acquire even greater financial strength. Hence the investments in hous- 
ing construction in the urban and rural areas, In particular, the party's 
policies in agriculture have been implemented, the situation in the 
countryside has been very good and some of the peasants have already 
become rich. When the peasants have the money, the first thing they 
will do is to build their own houses. Because of the shortage in lumber, 
however, the cross-beams, beams and pillars of many houses in the rural 
areas are all made from cement. It is thus necessary that the building 
materials industry provides more building materials to the rural areas. 
Therefore, not only will -he demand for building materials not decrease, 
but it will even increase. During this year and the next, we must turn 
the weak link of the building materials industry into a forerunner and 
lay a good foundation. 


To quicken the pace of housing construction, it is necessary to vigor- 
ously develop all kinds of new building materials. In developing new 
building materials, we must let a hundred flowers bloom, adopt such 
measures as are suitable to local conditions, strengthen scientific 
research work, and use the strong points to mend the weaknesses and make 
rapid improvements toward its development. 


In a country as big as ours, we must develop new building materials in 
the large and small cities. However, in most of the areas especially 
in the countryside, we will still have to rely on bricks and tiles for 
quite a long time. We must actively reform our small pieces of bricks 
and tiles and develop large and medium pieces of extra-strong and hollow 
bricks and tiles. Those brick and tile plants which have good conditions 
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and favorable prospects for development must gradually change from our 
natural drying method to the artificial drying method, change from our 
backward wheel kilns to relatively advanced tunnel kilns and march 
toward mechanization. 


Building materials generally are bulky and heavy and they are not suit- 
able for transport over long distances. A big city requires 10 million 
tons of building materials each year and a medium city will also require 
1 million tons of building materials annually. The local authorities are 
in fact providing themselves with most of the building materials. There- 
fore, all localities must place the production of building materials in 
an important position, and adopt specific and effective measures to pro- 
mote the building materials industry. Otherwise, it will be impossible 
to implement methods to solve housing problems in the urban and rural 
areas. 


Housing problems, especially housing problems in the urban areas, cannot 
be solved within a short period. We are surely doing good turns for the 
people. Nevertheless, they cannot be completed in a single day. We 
must do them with steps and act according to our capability. This is 
the only thing we can possibly do especially at a time when our country 
has still encountered financial problems. Moreover, the problem of the 
supply of building materials cannot be solved by the building materials 
industry department alone. All localities and departments must formulate 
overall plans, work in full cooperation and with unity of purpose and 
gradually solve the problem with planning. 
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CAPITAL CONSTRUCTION 


BRIEFS 


HOLLOWED BRICK PRODUCTION LINE--Hangzhou, 9 Apr--China's first coordinated, 
annular production line for concrete hollowed bricks has been completed 
in Hangzhou. The production line consists of a fixed molding machine, 98 
small carts that are linked together in a ring shape and a U-shape curing 
kiln. The molding machines can mold 7 bricks of 5 different specifica- 
tions at a time. The molded bricks are automatically conveyed by the 
small carts into the kiln for curing. The whole sequence from the feed- 
ing of raw materials into the molding machine to the finished product 
takes only 7.5 hours. The production line can produce 42,000 cubic 
meters of hollowed bricks each year, enough for the construction of 
housing units with a total floor space of 150,000 square meters. The 
production line was jointly manufactured by the Hangzhou No 1 Construc- 
tion Engineering Company's concrete products plant and Dongbei [North- 
east] Construction Designing Institute. It has been put into trial 
operation recently. (Beijing XINHUA Domestic Service in Chinese 

0824 GMT 9 Apr 80 OW] 
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PORE TGN TRADE 


AIR FREIGHT PACT SIGNED WITH UK, HONG KONG FIRMS 


Hone. Kong, SOUTH CHINA MORNING POST in English 2 Apr 80 p 12 


Text / | shi may soon be able to send their goods | 
~ _ air the United States via China. 
ba go Hage by the general manager of 


Cargo Syaame, Mr Andrew ang 
Cargo Systems together with Wen Wei Enterprises 
Ltd, a & tiatap agreement with China National 
ra Transportation Corpn. ' 

r Leung said air freight space is at a premium and 
scarce during peak seasons. 

However, with China moving into the international air 
travel and freight operations, the possibility of the Chinese 
national carriers hel to carry air cargo from Hongkong to 
— and the United States is fast becoming a reality. 

. - -y isliwae ‘eee fying ight rates vy much 
i than the airlines now ‘s air cargo 
tbond, dealt the need to convey them va Shangha e 


ng. 

But this depends on future air agreements between China 
and other countries. 

Meanwhile, the new air transport links established with 
the agreement, which came into effect from y, is 
another + oY in the move to modernise fi -forward- 
ing na. , 

Under the t, the CNFTT will act as agents for 
all Chinese exports and CIF or C and F im by air, 
eS Se Sa Sy Sy Qa Wen Wei 


terprises 

-  —, Pe, t consortium operating in the 
United Kingdom for over 25 years, has a worldwide: network 
handling both air and sea freight. 

s It is planning new offices in Australia, Japan and West 
ermany. 

It also has subsidiary offices in the United States, 
Thailand, the Philippines, South Korea, Malaysia, Singapore 
an Wen Wei Enterprises i bsidiary of one of the 

en Wei is a subsidi one of the top 
leftwing news in Wen Wei Pao. 

It has Ca toon active tf Chins trade and is noted for its 
~y ory ies said the new freigh 

n the two companies said the new freight 
= is designed to usher new freight technologies into 
ina. 
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TRANSPORTATION 


HEAVY 


Honp, Kone, SOUTH CHINA MORNING POST in English 13 Apr 80 p 11 


[Text] 


GUANGDONG -HONG KONG ROAD TRAFFIC FORESEEN 


Transport Talks End 


Vehicular traffic across 
the border to China has been 
tipped to doubse in the next 

r by the Commissioner of 

fansport, Mr Alan 
Armstrong- Wright. 

Mr Armstrong-Wrighi, 
who recently returned from 
official transport discussions 
in Canton, said that major 
new roadworks, expa 
customs and immigrations 
services, and daily bus serv- 
ices to that city are al? on the 
“a developments will 

new ts wi 
be the first fruits of an in- 
creasingly integrated Py —< 
port system spanning - 
der with China. 

Daily vehicle movements 
across the border should top 
600 in the next |2 months, 
Mr Armstrong- Wright said. 


Major roadworks provid- 
ing four-lane highway facili- 
ties for much of tHe distance 
to Canton will be underway 
within the same period. 

Preliminary work on re- 
building the surface artery is 
already in progress. 

By August |, bus services 
will ad +" wa a 
trips between ong a 
Canton, each carrying 40 to 


50 . 
Phe number of daily re- 


turn services on the six-hour 
route could quickly rise *o six 
if demand and ‘acilities are 
found to be adequate. 
A Chinese transport dele- 
ee is expected to visit 
ongkong in the next two to 
three months to hammer out 
further details of co-ordinat- 
ing the cross-border system. 





Additional Details 


Honp, Kong SOUTH CHINA MORNING POST in English 12 Apr 80 p l 


/Excerpts/ Mr Armstrong-Wright said substantial progress was made during 
his visit on assuring an integratiun of driver licensing and vehicle repgis- 
tration standards. 


Immigration and custens officers will soon be supplementing the current 
police presence at Man Kam To, the border crossing point, but passengers 
ire to take a back-seat to commercial goods transport in the expanding 


transport flow, 


"Goods vehicles must have priority,” Mr Armstrong-Wrieht said. 
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"It will be a long time before the road really handles a large number of 
passengers.” 


Large container lorries are already plying the 90-mile route to Canton, 
but the seven-metre gravel road and two ferry crossings slow their passage. 


Guangdong's construction plans call for bridges to be built and the expan- 
sion of the road width to 18 metres for the first 30 miles out of Canton 
and 12 metres on to the Hongkong border-~-all in tarmac. 


Travel time between Canton and the border is expected to be cut to three 
hours by the improvements. 


The opening of a second road link at Lok Ma Chau was discussed, he said, 
but for the foreseeable future Man Kam To will be the sole crossing. 


The Hongkong team explained to the Guangdong officials that certain re- 
strictions would have to be maintained at the Man Kam To crossing. 


At present the crossing is only open for 10 daylight hours each day and 
is closed during periods when illegal immigrants are being repatriated. 


That procedure is expected to continue, 
"A 24-hour flow is a very long-term possibility. 


"We don't expect demand to require that any time soon,” Mr Armstrong- 
Wright said. 


Private car movements were not discussed and are expected to be minimal. 
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TRANSPORTATION 


BRIEFS 


NANCHANG RAILWAY TASKS--By 31 March, the Nanchang Railway Bureau had 
transported 8.382 million passengers, overfulfilling the progress plans 
by 18 percent. Some 546,000 tons of cargo were also transported, over- 
fulfilling the progress plans. At the same time, the transport of coal, 
timber and material for supporting agriculture has also been overful- 
filled. From January to March 1980, the punctuality of the trains was 
better than the corresponding period of 1979. During the same period, 
the bureau transported an additional 1.805 million tons of cargo. 
(Nanchang Jiangxi Provincial Service in Mandarin 1100 GMT 3 Apr 80 HK] 
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